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INTRODUCTION

1.

This paper identifies and addresses issues arising in

1

(a) accounting and reporting investments in joint ventures

2

and (b) accounting by joint venture entities.

3

The

increasing significance of joint ventures caused by greater

4

frequency and size of individual projects, coupled with the

5

possibilities for off-balance sheet financing, calls for

6

reexamination of accounting for investments in joint ventures.

7

The absence of authoritative literature on accounting by

8

joint venture entities also makes a review of that area

9

essential.

10

2.

11

The issue of most concern in accounting for investments

in entities described as joint ventures is how best to

12

present in the investor's financial statements the economic

13

effects of an investment in a noncontrolled investee with

14

which the investor has special relationships.

15

Views vary

on what constitutes a joint venture relationship and on the

16

most informative method of presenting investments in such

17

ventures.

18

Some believe that the one-line equity method is

the best method.

Some believe that the expanded equity

method is most informative.

Others believe that some form

of proportionate consolidation is most informative.

Others

19
20
22

believe that one method is most informative in some

23

circumstances and that other methods are most informative

24

in other circumstances.

25

Most agree that presenting such

-2This paper

1

addresses both the definitional problem and the accounting

2

and reporting issues.

3

investments at cost is generally unacceptable.

DEFINITION OF TERMS
3.

The following are definitions of some of the terms used

•

•

5
6

in this paper.
•

4

Combination of methods.

The term "combination

7

of methods" is used to describe a system of

8

reporting investments in which more than one

9

"pure" method is acceptable and in which

10

criteria for the use of each acceptable method

11

are specified.

12

Consolidation.

Consolidation is a method of

13

accounting for investment in which the assets,

14

liabilities, revenues, and expenses of the

15

investor and the investee are combined in the

16

investor's financial statements and the interest

17

of others in the investee's net assets and net

18

income are shown respectively as a liability in

19

the balance sheet, usually described as "minority

20

interest," and as a deduction from net income,

21

usually described as "minority interest in net

22

income."

23

Control of an Entity.

Control of an entity is

24

the ability to make the major decisions relating

25

to an entity evidenced by ownership of a

26
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•

•

•

majority (over 50%) of the voting stock or of

1

a majority of the financial interests in profits

2

or losses.

3

Corporate joint venture.

A corporate joint

4

venture is a corporation having the characteristics

5

ascribed to a joint venture entity.

6

Expanded equity method.

7

The expanded equity

method is a method of accounting for investments

8

in which the investor presents separately in the

9

financial statements the investor's proportionate

10

interest in the elements of the investee's

11

financial statements classified in the same manner

12

as the elements of the investor's financial

13

statements.

14

For example, an investor may include

separately under current assets, current liabilities,

15

noncurrent assets, noncurrent liabilities, revenues,

16

and expenses the investor's equity in the investee's

17

corresponding items by using a caption such as

18

"investor's share of net current assets of joint

19

ventures."

20

Fair market value.

Fair market value is the amount

21

that an entity could reasonably expect to receive

22

for an asset in a current sale between a willing

23

seller and a willing buyer in a transaction that is

24

other than a forced or liquidation sale.

25
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•

•

•

•

•

Fifty percent (50%) owned company.

A 50% owned

1

company is a corporation that has one stock-

2

holder with direct or indirect ownership of

3

shares having exactly 50% of the voting power.

4

The other 50% interest may be held by one or

5

more stockholders.

6

General partnership.

A general partnership is

7

an entity formed by agreement between two or

8

more parties to operate a business venture in

9

which the owners of the entity (general

10

partners) are joint and severally liable for

11

the obligations of the entity.

12

Joint control

13

Joint control is used to

describe a situation in which the major

14

decisions relating to an entity require the

15

approval of all of the owners.

16

Joint venture entity.

17

A joint venture entity

is one of a class of entities generally

18

described in the accounting literature as

19

having certain common characteristics including,

20

for example, owned by a small group of invest-

21

ors, operated for the benefit of the joint

22

owners, and subject to joint control.

23

Joint venture investment.

24

A joint venture

investment is an equity investment in an entity

25

having the characteristics ascribed to a joint

26

venture.

27
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•

•

•

Limited partnership.

A limited partnership is

1

an entity formed by agreement by two or more

2

parties to operate a business venture in which

3

one or more of the parties are general partners

4

and have unlimited liability for the obligations

5

of the entity and one or more parties are limited

6

partners whose liability for the obligations of

7

the entity is limited to their investment.

8

One-line equity method.

9

The one-line equity

method is a method of accounting for investments

10

in the balance sheet and income statement in

11

which a single amount for the investment and a

12

single amount for the investor's share of the

13

net income of the investee (determined in

14

accordance with APB Opinion 18) are reported in

15

the investor's financial statements.

16

Project financing arrangements.

17

A project

financing arrangement is an arrangement in which

18

two or more venturers join together for the

19

purpose of developing, financing (usually on a

20

highly leveraged basis), and using long-lived

21

assets such as a plant or a group of plants,

22

office building, pipelines, tankers, container

23

ships, and other large assets, which may be

24

designed for the particular needs of the

25

participants in the arrangement and may be an

26
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•

integral part of their operations.

1

Proportionate or pro-rata consolidation.

2

Proportionate or pro-rata consolidation is a

3

method of accounting for investments in which

4

the investor's proportionate interest in the

5

assets, liabilities, revenues, and expenses of

6

the investee are combined with each item of the

7

corresponding elements of the investor's

8

financial statements without distinguishing the

9

10

amounts.
•

•

•

Undivided interest.

An undivided interest is

11

an ownership arrangement in which two or more

12

parties jointly own property and in which title

13

is held individually to the extent of each party's

14

interest.

15

Unincorporated joint venture.

An unincorporated

16

joint venture is an unincorporated entity having

17

the characteristics ascribed to a joint venture

18

entity.

19

Venturer.

A venturer is an equity investor

20

directly or indirectly in an entity having the

21

characteristics ascribed to a joint venture that

22

shares in the joint control of the entity.

23

- 7 -

DEFINITIONAL
Conflicting

4.

PROBLEM

Definitions

That joint ventures are an identifiable class of

1

entities with special accounting problems common to the

2

class is well established

3

in the accounting

literature.

However, a generally accepted definition of what

4

constitutes a joint venture has not been developed to

5

delineate the class of entities and to identify the

6

common characteristics significant for accounting

7

purposes.

8

APB Opinion 18 defines a corporate joint

venture as
...a corporation owned and operated by a
small group of businesses (the "joint
venturers") as a separate and specific
business or project for the mutual benefit
of the members of the group. A government
may also be a member of the group. The
purpose of a corporate joint venture frequently
is to share risks and rewards in developing
a new market, product or technology; to
combine complementary technological knowledge;
or to pool resources in developing production
or other facilities. A corporate joint
venture also usually provides an arrangement
under which each joint venturer may
participate, directly or indirectly, in the
overall management of the joint venture.
Joint venturers thus have an interest or
relationship other than as passive investors.
An entity which is a subsidiary of one of
the "joint venturers" is not a corporate
joint venture. The ownership of a
corporate joint venture seldom changes, and
its stock is usually not traded publicly.
A minority public ownership, however, does not
preclude a corporation from being a corporate
joint venture.

9

10
11
12
13
14
15

16
17

18
19
20

21
22
23
24
25

26
27

28
29
30
31
32
33
34
35

However, the class of entitles viewed as "joint ventures"

36

is clearly much broader than those organized in the form of

37

corporations.

38
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5.

Entities described as joint ventures are organized in

a variety of legal forms,

In addition to the corporate form,

partnerships (both general and limited) and undivided

interests

1

2

3

are widely described as forms of joint ventures,

4

6.

5

Section 3055 of the Canadian Institute of Chartered

Accountants (CICA) Handbook defines joint ventures broadly

6

enough to encompass all the legal forms of entitles that have

7

been described as joint ventures.

8

A joint venture is an arrangement whereby two
or more parties (the venturers) jointly control
a specific business undertaking and contribute
resources towards its accomplishment. The life
of the joint venture is limited to that of the
undertaking which may be of short or long-term
duration depending on the circumstances.
A distinctive feature of a joint venture is that
the relationship between the venturers is governed
by an agreement (usually in writing) which
establishes joint control. Decisions in all areas
essential to the accomplishment of a joint venture
require the consent of the venturers, as provided
by the agreement; none of the individual venturers
is in a position to unilaterally control the
venture. This feature of joint control distinguishes
investments in joint ventures from investments in
other enterprises where control of decisions is
related to the proportion of voting interest held.

9

10
11
12
13
14
15

16
17

18
19

20
21
32
23

24

25
26

27

The CICA definition highlights the feature of joint control

28

of major decisions as the single most significant

29

characteristic

of the class of entities described as joint ventures without

30

regard to the legal form of ownership or the proportion of voting

31

interest held.

32

7.

The accounting literature has given some attention to what

33

is often described as a "special case" of a joint venture entity.

34

-9a company in which two investors each own a 50% interest.

1

In an article in the New York CPA, "Accounting for

2

Investments in Jointly-Owned Associated Companies,"

3

December 1956, Eugene L. Zieha discussed accounting

4

practices related to investments in companies "owned or

5

controlled completely and equally by two other companies."

6

At that time, Zieha viewed those types of companies as

7

a "modern counterpart to the joint venture" and observed

8

that they were increasing in number and significance.

9

In

light of the then existing accounting principles, he

10

believed that neither consolidation nor the equity method

11

should be used for those companies but recommended

12

supplementary disclosure of equity and the nature of the

13

cooperative relationship.

14

In an article in the Journal

of Accountancy, February 1962, Peter Kocan discussed

15

"Reporting the Operations of Jointly Owned Companies."

16

He defined a "jointly owned company" as "one which is

17

owned by two or more companies, not necessarily in

18

equal proportions, and which usually engages in a

19

business more or less related to the business of its

20

owners."

21

In the Accounting Review for October 1965,

Carl C. Nielsen considered "Reporting Joint-Venture

22

Corporations."

23

He limited his consideration to "a

corporation the capital stock of which is wholly owned

24

by two or more other corporations" but added the following

25

in a footnote:

26

In addition to its stock being wholly-owned
by two or more other corporations, a jointventure corporation is organized on a
permanent basis and has a management of its

27

28
29
30

-10own, including a board of directors and
officers. This differs from the standard
"textbook definition" in that the form here
discussed is a corporation, a "legal entity,"
and not a temporary partnership. The noncorporate form, frequently used in the
construction industry, is not discussed in this
paper.
8.

1

2
3
4
5
6
7
8

In a draft of an accounting research study on inter9

corporate investments authorized by the Accounting Principles
10
Board, which was never completed and published, the authors
gave separate attention to 50%-owned companies and joint
ventures.

11
12

They described a "joint-venture entity"
13

(including the special case of the 50%-owned company) as
14
an entity owned by a limited number of
investors who have entered into operating
agreements and contracts under which the
"joint owners" assume all the characteristics
and obligations of venturers. The "joint
owners" may consist of two or more investors who may or may not have equal
interests in the corporation. One of the
"joint owners" may even own a majority
interest. The joint venture corporation
itself may either (1) pass on the costs and
expenses of its product or services to the
"joint owners" or (2) operate as a profitmaking corporation, in which case the
"joint owners" share in the net income
generated.
Other joint-endeavor entities that should be
included in any discussion of the problem,
whether cost-sharing or profit-making, are
the joint venture, the partnership, and
various joint-operating agreements....
each constitutes a business entity or a
business component. The assets used in
the operation may be the property of the
entity itself or of one or more of the
"joint owners" who agree that such assets are
merely to be used by the entity. In the
latter case, the entity comprises only
the operations conducted under the
joint-operating agreement. The term
"joint-venture entity" refers then to
both corporate and non-corporate jointownership ventures, whether they are distinct
business entities or components of a business
entity.

15
16
17
18
19

20
21

22
23
24
25

26
27

28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
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This definition introduces the notion that there can be a

1

joint venture accounting entity without the necessity of a

2

separate legal entity.

3

Characteristics Significant for Accounting
9.

Some have suggested in the accounting literature that

4
5

entities described as joint ventures have several common

6

characteristics that are significant for accounting, for

7

example, the entities are

8

a.

b.

c.

Owned, operated, and jointly controlled by a
small group as a separate and specific business

10

project.

11

Operated for the mutual benefit of the owner-

12

ship group.

13

Frequently organized to

14

•

share risks and rewards in developing a

15

new market, product, or technology

16

combine complementary technology or pool

17

resources in developing production or other

18

facilities

19

•

d.

9

Operated under arrangements by which each venturer

20

may participate in overall management regardless

21

of the percentage of ownership.

Joint control

22

is usually established by a written ageeement.

23

Significant decisions require the consent of

24

each of the venturers so that no individual

25

venturer has unilateral control.

26

-121
e.

f.

g.

10.

Usually of limited duration, with its life
limited to duration of a project.

2

Usually operated as extension of or comple-

3

mentary to the business or investment of one

4

or more of the venturers.

5

Owned by a limited number of venturers, usually

6

described as from 2 to 10 owners.

7

The literature also suggests that the purpose and uses

9

of such entities may have some implications for resolving

10

accounting issues.

11

Such entities are frequently described

12

as being used for
a.

b.

c.

d.

Penetrating foreign markets.

They are a useful

13

means of entering foreign markets, especially

14

in some developing countries, often in partner-

15

ship with a foreign national corporation or the

16

host government itself.

17

Exploiting new technologies.

They are being used

18

as a convenient means of sharing technology and

19

research and development efforts.

20

Financing speculative ventures.

They are used

21

to minimize the risks that might otherwise be

22

borne by each investor separately.

23

Financing the development of needed facilities

24

and products and supplies.

25

For example, they

are widely used in oil and gas exploration, con-

26

struction and operation of manufacturing

27

-13facilities, and development of nuclear and
conventional power plants as well as in the

2

construction and real estate industries.

3

Developing a Generally Accepted Definition
11.

1

A basic need, which must be resolved before addressing

4
5

the accounting issues, is to develop a generally accepted

6

definition of the class of entities to be described as

7

"joint ventures" for accounting purposes.

8

The factors that

should be considered include:

9

a.

Legal forms of the entities.

10

b.

Characteristics that differentiate the

11

entities as a class from other entities.

12

Relationships of the entities to their

13

owners.

14

Purposes for which the entities are formed

15

and operated.

16

e.

The limit to the number of owners.

17

f.

Nature of joint control.

18

g.

The duration of the entities.

19

c.

d.

REPORTING INVESTMENTS IN JOINT VENTURES

20

Need for Reexamination

21

Incomplete Authoritative Literature

22

12.

23

The accounting literature has given little attention

to accounting problems relating to investments in joint

24

ventures.

25

Before APB Opinion 18 was issued in 1971, the

only authoritative literature in existence dealt

26

exclusively with reporting investments in subsidiaries.

27
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b.

ARB 51 issued in 1959 dealt with consolidated

1

financial statements and reporting investments

2

in unconsolidated subsidiaries.

3

APB Opinion 10 issued in 1966 amended ARB 51 and

4

required the equity method for investments in

5

unconsolidated subsidiaries.

6

There was no authoritative literature dealing with 50%-owned

7

companies and joint ventures.

8

As a result, investments in
The primary

9

objective of the APB in issuing Opinion 18 was to clarify

10

the application of the equity method and to extend its use

11

to corporate joint ventures and certain other common stock

12

investments.

13

13.

14

such entities were usually reported at cost.

For corporate joint ventures, APB Opinion 18 concludes

15

...that the equity method best enables
investors in corporate joint ventures to
reflect the underlying nature of their
investments in those ventures. Therefore,
investors should account for investments in
common stock of corporate joint ventures by
the equity method, both in consolidated
financial statements and in parent-company
financial statements prepared for issuance
to stockholders as the financial statements
of the primary reporting entity.

22
23
24
25

That Opinion describes the equity method of accounting as

26

follows

27
An investor initially records an investment
in the stock of an investee at cost, and
adjusts the carrying amount of the investment to recognize the investor's share of
the earnings or losses of the investee after
the date of acquisition. The amount of the
adjustment is included in the determination
of net income by the investor, and such
amount reflects adjustments similar to those

16

17
18
19

20
21

28
29
30
31
32
33
34
35
36

-15made in preparing consolidated statements
including adjustments to eliminate intercompany gains and losses, and to amortize,
if appropriate, any difference between
investor cost and underlying equity in net
assets of the investee at the date of
investment. The investment of an investor
is also adjusted to reflect the investor's
share of changes in the investee's capital.
Dividends received from an investee reduce
the carrying amount of the investment. A
series of operating losses of an investee
or other factors may indicate that a
decrease in value or the investment has
occurred which is other than temporary and
which should be recognized even though the
decrease in value is in excess of what would
otherwise be recognized by application of the
equity method.

1

2

3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

The method required by APB Opinion 18 is generally described

20

as the one-line equity method.

21

14.

22

In APB Opinion 18, the APB focused primarily on

reflecting on a timely basis the results of investment

23

activities in the income statement.

24

Little attention was

given to balance sheet reporting problems.

The Opinion

states (paragraph 8)
Corporations have increasingly established
or participated in corporate joint venture
arrangements or taken substantial positions
(but less than majority ownership) in other
corporations. The significant increase in
the number of intercorporate investments of
less than majority ownership of voting stock
has broadened interest in reflecting earnings
from investments on a more timely basis than by
receipt of dividends.

25
26
27
28
29
30
31
32
33
34
35
36

A review of the APB files on the Opinion indicates that, in

37

the course of its deliberations, the Board considered and

38

abandoned several positions on joint ventures before finally

39

agreeing on the position in the Opinion as the following

40

summary of positions in successive drafts of the Opinion

41

indicates.

42
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a.

b.

c.

One of the earliest drafts (May 1969) covered

1

as joint ventures "both corporate and non-

2

corporate entities owned by two or more

3

investors who may or may not have equal

4

interest in the investee company" and would

5

have required investments in "cost sharing

6

ventures" (ventures whose business purpose is

7

"to perform some part of the overall business

8

operation of the investor that would otherwise

9

be performed by a branch or division of the

10

investor") to be accounted for by the pro-

11

portionate consolidation method and invest-

12

ments in "ventures for profit" (ventures whose

13

operations are "not homogeneous with or an in-

14

tegral part of the operations of the joint-

15

owners") to be accounted for by the equity

16

method.

17

In a series of subsequent drafts, a "presumed

18

prima facie evidence of control" was stated as

19

the basis for extending the equity method, with

20

the exception that the equity method was consider-

21

ed appropriate for joint ventures "because joint

22

ventures approximate partnerships where all the

23

parties at interest contribute to and in effect

24

control the enterprise."

25

Then followed a series of drafts that would

26

have extended the equity method to "principal

27

-17investors" (those owning directly or indirectly

1

10% or more of the voting stock) without dis-

2

tinguishing investments in joint ventures as a

3

special class,
d.

4

Later drafts distinguished "a 50%-owned company"

5

("a company which has one stockholder with direct

6

or indirect ownership of shares having exactly

7

50% of the voting power") and "a corporate joint

8

venture" (a company that has ten or less stock-

9

holders and whose activities are related to the

10

business of the investor) and treated investments

11

in both those types of entities as being quite sim-

12

ilar to investments in subsidiaries (different from

13

investments of less than 50%).

14

The definition of "a corporate joint venture" and the approach

15

in the exposure draft and in the final Opinion was reached

16

after extensive consideration of the positions proposed in the

17

earlier drafts.

There is evidence in the files that the APB

18

had considerable difficulty in developing a consensus on the

19

definition of "a corporate joint venture" and the conclusions

20

on accounting for investments in such ventures in the final

21

Opinion.

22

However, throughout the deliberations, the consensus

appears to have been that joint ventures, including the special

23

case of 50%-owned companies, were quite similar to subsidiaries

24

and investments in them should be reported in the same manner

25

as investments in unconsolidated subsidiaries.

26

The resulting

Opinion was a practical compromise that went as far as was then

27
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feasible in improving accounting for investments in joint

1

ventures.

2

15.

3

The authoritative literature is less clear for

unincorporated joint ventures.

Although the APB had

4

initially considered dealing with them in APB Opinion 18,

5

they were dropped from consideration, and the scope of the

6

opinion was limited to equity investments in common stocks.

7

An AICPA Staff Interpretation of APB Opinion 18 issued in

8

November 1971 concludes that the Opinion does not cover

9

investments in partnerships and unincorporated joint ventures

10

but that many of its provisions are appropriate in accounting

11

for such investments.

12

The interpretation also concludes that

proportionate consolidation may be appropriate for unincor-

13

porated joint ventures in the form of undivided interests in

14

industries in which that is established practice.

15

However,

the extent and the manner in which the Opinion applies is

16

not clear from the interpretation and many questions are left

17

unanswered.

18

The interpretation states:

19

APB Opinion 18 applies only to investments
in common stock of corporations and does not
cover investments in partnerships and unincorporated joint ventures (also called undivided
interests in ventures). Many of the provisions
of the Opinion would be appropriate in accounting
for investments in these unincorporated entities,
however, as discussed below.

22
23
24
25
26

Partnership profits and losses accrued by
investor-partners are generally reflected in
their financial statements as described in paragraphs 19(c) and 19(d). Likewise, most of the
other provisions of paragraph 19 would be
appropriate in accounting for a partnership interest, such as the elimination of intercompany
profits and losses (see paragraph 19(a)).

27
28
29
30
31
32
33
34

20
21

-19Income taxes should be provided on the
profits accrued by investor-partners regardless
of the tax liabilities applicable to partnership
return. The tax liabilities applicable to
partnership interests relate directly to the
partners, and the accounting for income taxes
generally contemplated by APB Opinion 11 is
appropriate. (As amended by APB Opinion 23,
December 1971.)
Generally, the above discussion of partnerships would also apply to unincorporated joint
ventures particularly the elimination of intercompany profits and the accounting for income
taxes. However, because the investor-venturer
owns an undivided interest in each asset and is
proportionately liable for its share of each
liability, the provisions of paragraph 19(c) may
not apply in some industries. For example,
where it is the established industry practice
(such as in some oil and gas venture accounting),
the investor-venturer may account in its
financial statements for its pro rata share of
the assets, liabilities, revenues, and expenses
of the venture.
16.

Statement of position 78-9, "Accounting for Investments

1

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

19

20

21
22
23 ;
24
25

in Real Estate Ventures," issued by the AICPA's accounting

26

standards division in December 1978 recommends the one-line

27

equity method, as prescribed by APB Opinion 18, for non-

28

controlling investments in corporate joint ventures, general

29

and limited partnerships, and undivided interests subject

30

to joint control.

31

Under the statement, minor investments in

limited partnerships may be carried at cost and investments

32

in undivided interests not subject to joint control may be

33

reported on the pro-rata consolidation basis.

34

The statement

also contains recommended guidelines on the application of

35

APB Opinion 18 to real estate ventures in the following areas:

36

•

Investor accounting for losses.

37

•

Other accounting matters related to the use of

38

the equity method.

39
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•

•

Accounting by the investor for certain transactions with a real estate venture.

2

Accounting for sales of an interest in a real

3

estate venture.

4

The recommendation and guidelines contained in the statement

5

are limited to real estate ventures and are not intended to

6

apply to investments in ventures not involved in real estate.

7

17.

8

However, the conclusions in

SOP 78-9 were not

necessarily those that the AICPA Committee on Real Estate

9

Accounting or the Accounting Standards Executive Committee

10

would have reached had their consideration of the issues

11

not been constrained by the existence of APB Opinion 18.

12

Advocacy of Methods Other Than Equity

13

18.

14

In the current accounting literature, questions have

been raised about the appropriateness of the equity method

15

for accounting for investments in joint ventures and arguments

16

have been advanced for use of some form of consolidation,

17

pro rata consolidation, or the expanded equity method.

18

For

example, the CICA Handbook states that

19.

19

20

for those venturers who conduct a significant portion of their business activities
through joint ventures, proportionate consolidation may also be an appropriate method of
accounting for the joint venture, particularly
when the nature of the joint venture activities
is similar to the other activities of the venturer or where the venturer is actively involved
in the operations of the joint venture.

24
25
26
27
28

David L. Reklau argues that the accounts of joint ventures

29

should be consolidated fully or on a pro rata basis in most

23

30
31
32

1

cases.

21
22

He concludes:
33
34

1

"Accounting for Investments
Joint Ventures
- A reexamination."in
96-103.
Journal
of Accountancy.
September 1977, pp.
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20.

1

The usefulness and meaningfulness of financial statements would be greatly increased if
the accounts of joint ventures were consolidated
either fully or on a pro rata basis, as
appropriate, in the financial statements of their
owners, just as subsidiaries are reflected as an
integral part of an enterprise in consolidated
financial statements. Such accounting, which
would emphasize the substance and risks of joint
venture arrangements, would provide potential
investors and creditors with a better picture
of the operations, resources, obligations and
cash flows of an enterprise that conducts a
part of its business using joint ventures.
Also, comparability of financial information
for enterprises using differing forms of
organizations to achieve their objectives
would be greatly enhanced.

7
8
9
10
11
12
13
14
15
16
17
18

The reasons for the conclusion include the following:

19

a.

b.

c.

d.

2
3
4
5

6

Most investors participate in the manage-

20

ment of the venture and are not passive

21

investors.

22

A joint venture's operations are usually

23

directly related or complementary to the

24

operations of owners and are often

25

vertically integrated with the operations

26

of the owners.

27

The liabilities of a joint venture are, in

28

effect, directly or indirectly guaranteed

29

by the owners, often through "take or pay"

30

and "throughput and deficiency" contracts

31

or working capital maintanence, price-

32

support, or other agreements.

33

Joint ventures frequently lack independent

34

financial substance and depend on one or

35

more of the owners.

36

Reklau states that the present accounting for joint ventures

37

should be revised to reflect the economic realities of joint

38
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ventures and that consolidation or pro rata consolidation

1

would provide more useful information about the operations,

2

the financial resources of the investors, and the risks to

3

which they are subject,

4

21.

Richard Dieter and Arthur R. Wyatt advocated the ex-

5

panded equity method of presentation as an alternative to
2
pro rata consolidation.

6

An alternative to a proportionate consolidation is a presentation that can be
referred to as the expanded equity method.
Under this method, the investor presents
its proportionate share of the assets and
liabilities of the joint venture in its
financial statements, but with separate
disclosure and without combining these
amounts directly with its "own" assets and
liabilities. The expanded equity method
has a number of variations in format.

7

8

9

10
11
12

13
14
15

16
17
18
19

Dieter and Wyatt describe several variations of the

20

expanded equity method and believe that the expanded

21

equity method in any of its variations overcomes some

22

of what they identify as drawbacks of proportionate

23

consolidation.

24

22.

25

Dieter and Wyatt agree with Reklau's analysis of

the inadequacies of the one-line equity method of

26

of accounting for joint ventures.

27

They also believe

2
"The Expanded Equity Method--An Alternative in Accounting
for Investments in Joint Ventures," Professional Notes,
The Journal of Accountancy, June 1978, pp. 89-94.
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that proportionate consolidation is an improvement over

34
1

the one-line equity method for investments in the form of

2

undivided interests and those in which the investor has

3

effective operating control of the venture without majority

4

•voting control.

However, they believe that under other

5

circumstances, the method gives users of financial state-

6

ments an erroneous view of the assets under the direct

7

control of the investor.

8

They argue that the expanded

equity method
a.

9
Conveys to users the extent and scope of

10

the investor's interest in the joint ven-

11

ture's activities by

12.

•

distinguishing assets and liabilities

13

directly owned and controlled from those

14

that represent the investor's interest

15

in the joint venture's assets and

16

liabilities.

17

highlighting the extent of the investor's

18

involvement in joint venture activities.

19

•

b.

c.

23.

Is consistent with the conclusions in APB

20

Opinion 18.

21

Provides meaningful information about the in-

22

vestor that may enable users to get a better

23

perspective of the investor's borrowing power.

24

Appendix A to this paper presents an illustration and

25

comparison of the one-line equity method of APB Opinion 18,

26

the proportionate consolidation method, and two variations

27

of the expanded equity method in the balance sheet.

-24Project Financing Arrangements

1

24.

2

Joint ventures are sometimes used as a means of project

financing.

An AcSEC issues paper on project financing

arrangements raises issues relating to reporting investments
in joint ventures.

The paper concludes

It may be necessary to reopen the issue of
accounting for joint ventures as now prescribed by APB Opinion 18, The Equity Method
of Accounting for Investments in-Common Stock.
Reconsideration of Opinion 18 should not be
limited to project financing arrangements,
since industries such as construction and real
estate may be affected. In addition, the
effects, if any, that the legal form of a
venture should have on the accounting treatment
should be considered.

3
4
5
6
7
8
9

10
11
12
13
14
15
16

17

The paper suggests that participants that have an obligation

18

to fund a project may have in substance acquired an ownership

19

interest in the project and assumed a pro rata share of the

20

project's liabilities.

21

Full and pro rata consolidation are

among the methods suggested for recognizing those relationships.

22

Methods Used in Practice

23

25.

24

Although most companies follow APB Opinion 18 and use the

one-line equity method in accounting for investments in joint

25

ventures, particularly corporate joint ventures, other methods

26

are found in practice.

27

Appendix B to this paper presents the

results of a NAARS search of the 1977/78 Annual Report File,

28

which was conducted on January 26, 1979.

29

The search obtained

the disclosure in the accounting policies note on accounting for

30

investments for companies that reported investments in 50%-owned

31

companies, joint ventures, partnerships, or undivided interests.

32

The table on the following page presents a summary of the results

33

of the search.

34

-25Summary of NAARS Search
1

Size of sample:
Companies in file

4,071

2

Companies reporting investments in

3

50%-owned companies, joint

4

ventures, partnerships, or un-

5

divided interests
Percent of sample

415

6

10.2%

7

Analysis of results:

8
*

Companies

*

Percent

9
10

Companies reporting investments

415

100%

11

Equity method only

289

70

12

Equity and other methods

15

4

13

Proportionate consolidation

65

16

Full consolidation

35

8

15

5

1

16

13

3

17

Cost
Miscellaneous (not classified)
*

14

18
19
20

Note: The analysis includes some
companies in more than one
category.

21

Summary of Reasons for Reexamination

22

26.

23

To summarize, accounting for joint ventures as prescribed

in APB Opinion 18 should be reexamined for the following

24

reasons:

25
a.

APB Opinion 18 deals directly and explicitly

26

with only corporate joint ventures.

27

The

Opinion is primarily concerned with the in-

26

come statement.

27

Although it appears that in

-26developing the Opinion, the APB gave adequate

b.

c.

consideration to the merits of the equity versus

2

the cost method, some questions exist as to

3

whether adequate consideration was given to the

4

special characteristics of joint ventures.

5

Some investments in joint ventures are reported

6

in practice on bases other than equity.

7

Other bases of reporting investments other than

8

the equity method are being advocated in the

9

literature.

d.

e.

f.

g.

1

Advocates of those bases emphasize

10

the common characteristics of joint ventures

11

without regard to their legal form.

12

Some believe that the form of reporting should

13

not differ merely because of differences in

14

legal form and that a comprehensive pronounce-

15

ment for all forms of joint ventures should be

16

considered.

17

Joint ventures are frequently used as project

18

financing arrangements.

19

Joint ventures are used in some industries

20

(for example, the oil and gas industry and the

21

construction industry) as an organizational

22

means to accomplish the primary purpose of the

23

investor-participants.

24

Some believe that in many circumstances the

25

equity method does not reflect the economic

26

relationship of the investor to the venture.

27
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Issues in Accounting for Investments

1

Basic Issue

2

27.

3

The basic issue in accounting for investments in joint

ventures relates to the choice of methods of reporting the

4

investments and, if more than one method is allowed, the

5

circumstances in which each method should be used.

6

The

choice determines the amounts reported for the investment

7

in the balance sheet and the manner in which income from

8

the investment is reported in the income statement.

The

9

issues addressed in this paper concern reporting invest-

10

ments in both the balance sheet and the income statement.

11

The methods include:

12

a.

The one-line equity method.

13

b.

The expanded equity method.

14

c.

The proportionate consolidation method.

15

d.

The full consolidation method.

16

e.

The cost method.

17

f.

The fair market value method.

18

g.

A combination of methods with, for example,

19

one method used in the balance sheet and

20

another in the income statement.

21

One-Line Equity Method

22

28.

23

The following are some of the advantages attributed to

the one-line equity method

24
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a.

b.

c.

d.

29.

It is acceptable for presenting investments in

1

controlled subsidiaries.

2

(This paper does not

address the appropriateness of the method in

3

those circumstances.)

4

It is the accepted method of accounting for certain

5

other noncontrolled investments.

6

It generally reflects (except for undivided

7

interests) that the venturer (investor) has only

8

a net exposure to the liabilities of the venture

9

by presenting the investment as a net position,

10

which is the nature of such investments.

11

It reflects in the investor's income statement

12

the investor's share of the net income of the

13

investee in the period in which the net income

14

is earned by the investee rather than in the

15

period in which it is distributed to the

16

investor.

17

The following are some of the disadvantages attributed

to the one-line equity method:
a.

b.

c.

18
19

It tends to obscure the nature and volume of

20

the business of an investor that conducts

21

significant operations through joint ventures.

22

It excludes from the investor's financial

23

statements assets and liabilities essential

24

to the conduct of the investor's business.

25

It excludes from the income statement elements

26

of revenue and expenses arising from the opera-

27
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d.

tions of the investee that may be a significant

1

aspect of the investor's operations.

2

It is not informative about the economic effects

3

of the investor's investment in and commitment

4

to joint ventures with thin equity and heavy

5

debt leverage.

6

Proportionate Consolidation Method

7

30.

The following are some of the advantages attributed to

8

the proportionate consolidation method of reporting invest-

9

ments in joint ventures:
a.

b.

c.

31.

10

It provides information in an enterprise's

11

financial statements on past and prospective

12

changes in the economic resources and obliga-

13

tions of an enterprise that is useful to

14

present and potential investors in the enter-

15

prise.

16

It reflects significant economic relationships

17

between the investor and the venture, such as

18

complementary or integrated operations and

19

obligations through direct or indirect

20

guarantees or support agreements.

21

It is particularly appropriate for ventures

22

whose liabilities associated with assets

23

owned are several in nature.

24

The following are some of the disadvantages attributed

to the proportionate consolidation method:

25
26
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a.

b.

c.

It gives users of the investor's financial

1

statements an erroneous view of the assets

2

and operations under the direct control of

3

the investor.

4

It reflects a portion of the liabilities of

5

the venture as direct liabilities of the

6

investor though no direct or indirect

7

liability may exist for any of the venture's

8

liabilities.

9

It is based on the concept of control of

10

pieces of an entity, though no such control

11

exists, and combines assets in the balance

12

sheet and operations in the income statement

13

that the investor directly owns and controls

14

with pieces of assets and pieces of opera-

15

tions over which the investor has no control.

16

Expanded Equity Method

17

32.

18

The expanded equity method of accounting for invest-

ments in joint ventures has most of the advantages and dis-

19

advantages attributed to the proportionate consolidation

20

method but avoids the amalgamation of assets and operations

21

directly owned and controlled with pieces of assets and

22

operations over which the investor has no control.

23

The

following are some additional advantages attributed to the

24

method:

25
a.

It is consistent with the conclusions in

26

APB Opinion 18 on the equity method.

27
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1
b.

It provides meaningful information about the
investor in both the balance sheet and income

2

statement that may enable users to get a

3

better perspective of the investor's borrowing

4

power.
c.

It distinguishes assets and liabilities and

6

revenues and expenses of the investor from

7

those represented by the investor's interest

8

in the venture's assets and liabilities and

9

revenues and expenses.
Consolidation

11

33.

The following are some of the advantages attributed to

12

the full consolidation method of accounting for investments

13

in joint ventures:

14

a.

It meets the requirements of generally accepted

15

accounting principles when one of the investors

16

is in control.
b.

It reflects the full scope of operations and

18

financial position as an integral part of the

19

investor's financial statements with outside

20

interest treated as a minority.
34.

The following are some of the disadvantages attributed

22

to the full consolidation method of accounting for invest-

23

ments in joint ventures:

24

a.

It overstates investors' assets, liabilities,

25

revenues, and expenses through multiple count-

26

ing.

27
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b.

c.

It shows as assets and as part of operations

1

things that are not under the control of the

2

investor.

3

It leads to difficult and complex combinations.

4
5

Cost
35.

Although there is little support for the cost method of

6

accounting for investments in joint venture, some have

7

suggested that the method is simple and consistent with the

8

realization concept in the historical cost framework of

9

accounting.

The principal disadvantages cited are that it

10

is not consistent with the accrual concept of accounting and

11

it does not report earnings and losses on a timely basis.

12

Fair Market Value

13

36.

14

A possible solution advocated by some is to report invest-

ments in joint ventures at their fair market value.

The

15

claimed advantage is that reporting the fair market value of

16

the investments and changes in the fair market value would

17

provide information about the attribute of the investment that

18

is most relevant to the investor and to the users of the

19

investor's financial statements.

20

Some of the disadvantages

attributed to the method are that determining the fair market

21

value of the investments would be a difficult and highly

22

subjective process and that reporting on that basis is out-

23

side of the historical cost framework of present accounting.

24

-33Combination of Methods

1

37.

2

Some believe that no single method should be pres-

cribed for all circumstances and that methods should be

3

tailored to circumstances.

4

Some of the arguments for

tailoring methods to circumstances are:
a.

b.

c.

d.

5

A "cost sharing venture"

6

(a venture formed to pass on the costs and

7

expenses of its products or services to the

8

"joint owners") should be accounted for

9

differently from a "venture for profit" (a

10

venture operating as a separate profit

11

making entity from which the joint owners

12

share in the net income generated).

13

Joint venture entities that are, in effect,

14

project or product financing arrangements

15

require special consideration.

16

Investments in entities subject to joint

17

control should be accounted for differently from

18

investments, such as undivided interest, that

19

are not subject to joint control.

20

The one-line equity method, the expanded equity

21

method, and the pro-rata consolidation method

22

are variations of a single method.

23

All of the

variations should be acceptable, and general

24

criteria should be developed for the use of

24
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e.

f.

g.

h.

38.

each variation.

1

Some industries have special characteristics

2

that require special consideration.

3

Methods of

accounting for investments in joint ventures

4

should be tailored to those special character-

5

istics.

6

For example, in the oil and gas indus-

try, the pro-rata consolidation method is

7

general industry practice, and in the construc-

8

tion industry, significant construction activity

9

is accomplished through joint ventures.

10

"Passive" investors should be distinguished

11

from "active" investors and

12

different methods

of accounting should be prescribed for each

13

type.

14

Some would distinguish "minor" investments

15

from other investments and account for minor

16

investments differently from other investments.

17

Under some circumstances, one method should be

18

allowed in the balance sheet and another method

19

in the income statement.

20

The arguments against combinations of methods tailored to

21

circumstances are generally based on the belief that a single

22

method would contribute significantly to the comparability of

23

financial statements and the desire to eliminate alternatives

24

in practice.

25

Some of the arguments are:
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a.

b.

c.

All joint ventures have similar characteristics

1

and investments in them should be accounted for

2

in the same way.

3

Although joint ventures may be used as vehicles

4

for project financing and similar arrangements,

5

accounting for those aspects of the venture should

6

be based on considerations other than those

7

applicable to accounting for the investment in

8

the venture.

9

Supplementary disclosure can be used to overcome

10

the deficiencies of a single method.

11

Alternative Solutions

12

39.

13

The alternative possibilities for resolution of the

basic accounting issue include the following:
a.

b.

14

Prescribe a single method of accounting for

15

all joint venture investments and rely on

16

supplementary disclosures to show special

17

relationships between the investor and the

18

venture.

19

Permit more than one method and prescribe the

20

circumstances in which each should be used,

21

for example, prescribe the equity method ex-

22

cept for undivided interests and for product or

23

project financing arrangements.

24

-36Collateral Issues
Nature of Control
Since control has traditionally been considered

1

necessary for consolidation and since control in unincor-

2

porated entities is not always clearly delineated by

3

voting interest, guidance is needed on the following

4

aspects of control:

5

40.

a.

b.

c.

d.

Does ownership of a majority equity

6

financial interest by one investor

7

preclude an entity from being consider-

8

ed a joint venture for accounting pur-

9

poses, either for the investor with the

10

majority financial interest or for all

11

investors in the entity?

12

Control in a corporation is defined in

13

terms of voting interests but is often

14

not easily defined for partnerships and

15

undivided interests.

16

How should control

in a unincorporated entity be defined?

17

Should an entity in which two investors

18

own 50% each qualify for joint venture

19

accounting?

20

Should the legal form of a joint venture

21

entity have a bearing on how control

22

is defined?

23
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e.

f.

g.

h.

Can projects owned and operated as undivided

1

interests have a "controlling" interest?

2

Should there be a presumption that a majority

3

ownership constitutes control unless a formal

4

agreement provides for joint control?

5

If there is a controlling financial interest,

6

should GAAP for accounting for subsidiaries be

7

required?

8

Should the criterion of power to control be

9

limited to what is now in the literature or

10

should, for example

11

•

a regulated financial institution committed

12

to provide the bulk of the financing be

13

deemed to be in control?

14

a participant with a limited equity interest

15

that provides the majority of the financing

16

be deemed to be in control?

17

A participant that provides most of the

18

venture's business, a situation in which

19

most of the venture's operations are

20

vertically integrated with the operations

21

of one of the investor-venturers, be deemed

22

to be in control?

23

•

•

i.

How should control be determined for entities with

24

complex capital structures?

26

-38Types of Disclosures
41.

The types of disclosures relating to investments in

1

joint ventures that should be considered depend to some

2

extent on the answer to the basic question on the choice

3

of the method of reporting investments in joint ventures.

4

Some believe that the disclosure of supplementary informa-

5

tion relating to the investment can overcome many of the

6

deficiencies attributed to some of the methods of present-

7

ing investments in the balance sheet and earnings from in-

8

vestments in the income statement.

9

Paragraph 20 of APB

Opinion 18 states
The significance of an investment to
the investor's financial position and
results of operations should be considered in evaluating the extent of disclosures of the financial position and
the results of operations of an investee.
42.

Questions relating to disclosure that should be addressed

include
a.

Under what circumstances and in what manner

cial information of joint ventures be presented in the financial statement of investors?
Should the disclosure be mandatory?
What information should be disclosed in the
investor's financial statements about the investor's relationships with joint ventures?
c.

11
12
13
14
15
16
17
18

should financial statements or summarized finan-

b.

10

Under what circumstances and on what basis should

19
20
21
22
23
24
25
26

the fair market value of investments in joint

27
28

ventures be disclosed in the financial statements?

29

-39d.

What information should be disclosed relating

1

to operating, financing, and other special

2

agreements, arrangements, or commitments that

3

an investor may have with joint ventures?

4

Interentity Relationships and Transactions

5

39.

6

Regardless of how the basic accounting issue relating

to investments in joint ventures is resolved, several

7

collateral issues concerning interentity relationships and

8

transactions need to be addressed.

9

a.

Accounting for losses under the equity method.

10

•

Should equity in losses in excess of

11

investment be recorded if the investor

12

is liable for the obligations of the

13

venture or otherwise committed?

14

Should losses in excess of investments

15

be reported as a liability?

16

If losses in excess of investment are not

17

recorded, should the equity method be

18

resumed only after losses have been

19

recouped?

20

Should investors capable of bearing losses

21

be required to record the proportionate

22

share of losses (beyond their legal obliga-

23

tion) other investors are deemed unable to

24

bear?

25

How should declines in the value of an in-

26

vestment be recognized?

27

•

•

•

•

-40•

•

Should limited partners continue to report their

1

share of losses after their capital accounts are

2

exhausted if the fair value of partnership

3

property is sufficient to assure that limited

4

partners will ultimately bear such losses out of

5

the value of their equity interests?

6

Should there be a difference in accounting for losses

7

based on whether the entity's debts are recourse

8

or nonrecourse?

9

b. Joint ventures may follow accounting principles that

10

differ from those followed by one or more of the

11

venturers.

12

Under the equity, expanded equity,

proportionate or full consolidation methods,

13

could or should an investor in a joint venture adjust

14

the results reported by the venture to conform to the

15

investor's accounting?

16

c. What should be the basis of allocating profit and

17

losses of a partnership to the investors in cir-

18

cumstances in which different allocations of (a)

19

profit and losses, (b) specified costs and expenses

20

or revenues, (c) distributions of cash from operations,

21

and (d) distributions of cash proceeds from liqui-

22

dation are specified in the partnership agreement?

23

d. How should differences between the carrying amount of

24

an investment and the equity in net assets be

25

accounted for?

26

e. Under some circumstances, a venture may continue to make distributions to its investors out of
funds generated from cash flows after the equity of

27
28

-41an investor had been reduced to zero.

How should

1

an investor account for distributions from a venture

2

out of cash flow when the investor's equity in the

3

venture is reduced by losses to zero?

4

f. In some circumstances joint venture investments,

5

such as minor investments in limited partnerships,

6

are insignificant to the investor.

7

Should minor

investments in joint ventures be accounted for

8

differently from other investments in joint ventures?

9

Other Collateral Issues

10

44.

11

Other issues include
a.

How should an investor account for

12

•

assets contributed as capital to a venture?

13

•

services contributed as capital to a venture?

14

For example, two parties, A and B, form a joint

15

venture in which they are to share equally with

16

A contributing cash in the amount of $200,000 and

17

B contributing assets with a carrying

18

him of $280,000.

amount to

If, to equalize the contributions,

19

the parties agree that B will withdraw immediately

20

$120,000,

21

•

does the transaction indicate that B should

22

recognize a profit?

23

•

•

If so, how should it be

recognized?

24

what should be the fair value of the asset

25

as indicated by the transaction?

26

does the transaction indicate that B has

27

sold a 50% interest in the asset to A?

26
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On the other hand, if no cash is withdrawn by B,
•

does the transaction indicate that B should
recognize a loss?

•

•

If so, how should it be

c.

d.

e.

f.

g.

3

recognized?

4

what should be the fair value of the asset

5

contributed by B as indicated by the trans-

6

action?

7

should B record his investment at the amount

8

of the cash contribution of A ($200,000) and

9

recognize a loss of $80,000?
b.

1
2

10

How should an investor account for

11

•

sales of assets to a venture?

12

•

sales of services to a venture?

13

How should an investor account for

14

•

purchases of assets from a venture?

15

•

purchases of services from a venture?

16

How should an investor account for a contribution

17

or sale of "know how" to a venture?

18

How should investor-lenders account for interest

19

income on loans and advances to a venture?

20

Under what circumstances should loans and

21

advances be considered to be in substance

22

capital contributions?

23

Should the sale or buy out of the interest of one

24

investor affect the accounting by a continuing

25

investor?

26
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ACCOUNTING BY JOINT VENTURE ENTITIES
Need to Consider
45.

Accounting and reporting by joint ventures in financial

statements prepared

in conformity with generally accepted

1

2

accounting principles need to be addressed for the following

3

reasons:

4

a.

b.

c.

d.

Joint venture entities vary in their legal

5

form and in their economic relationships with

6

their investors.

7

Although control of a venture by an investor-

8

venturer may affect the basis of accounting

9

for its assets, liabilities, and transactions,

10

there are no criteria for determining when an

11

investor-venturer exercises control of an un-

12

incorporated entity.

13

There is little authoritative literature pre-

14

scribing accounting and reporting requirements

15

for those entities.

16

Accounting and reporting matters are being dealt

17

with in practice in a variety of ways.

18

Accounting Issues
46.

Accounting issues arise in the following areas:
a.

b.

19
20

Determining the circumstances in which the

21

venture is deemed a separate entity from the

22

owners requiring a new basis of accounting for

23

its assets and liabilities.

24

Accounting for capital contribution.

25
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47.

c.

Accounting for ownership changes.

1

d.

Accounting for transactions with venturers.

2

e.

The nature and types of financial statement

3

disclosures.

4

General guidance is needed in the following areas:
a.

b.

c.

48.

5

For accounting purposes, should the creation

6

of a joint venture in any form establish a

7

reporting entity separate from its owners that

8

requires a new basis of accounting for its

9

assets and liabilities?

10

Should the basis of accounting for transactions

11

with owners depend on whether one investor exer-

12

cises control?

13

What should be the criteria for determining

14

control?

15

Guidance on accounting for acquisitions of assets or

16

services from controlling investors is needed in the follow-

17

ing areas:

18

a.

b.

Should assets or services contributed as capital

19

or sold to a venture by a controlling investor-

20

venturer be recorded at the investor-venturer's

21

carrying amount, an agreed amount determined by

22

reference to fair market value, fair market value,

23

or the lower of the investor-venturer's carrying

24

amount and fair market value?

25

If the recorded basis differs from the results

26
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c.

d.

e.

f.

intended by the parties, should the difference

1

and the identity of the investor-venturer be re-

2

quired to be disclosed in the venture's financial

3

statements?

4

Should disclosure be accomplished by presenting

5

the asset at the agreed on or specified amount

6

with a valuation allowance for the difference?

7

And should the valuation allowance represent a

8

deduction from equity?

9

If a valuation allowance is recorded for the

10

difference, what disposition should be made of

11

the allowance in subsequent periods?

12

For example,

should recovery through a sale of the asset or

13

otherwise be treated as a preferred distribution

14

to the affected investor-venturer?

15

Should sales of assets or services by a venture

16

to a controlling investor be required to be at

17

the venture's carrying amount, fair market

18

value, an agreed amount determined by reference

19

to fair market value, or the lower of the venture's

20

carrying amount and fair market value?

21

Should the difference between the venture's

22

carrying amount and the recorded selling price be

23

required to be treated as a direct adjustment to

24

the controlling investor's equity?

25

Should the

nature and details of the transaction be required

26

to be disclosed in the venture's financial state-

27

ment?

28

-46-

49.

Guidance on accounting for transactions with non-

controlling investors is needed in the following areas.
a.

b.

c.

d.

e.

1
2

Should assets or services contributed as

3

capital or sold to a venture be required

4

to be recorded at fair value if reasonably

5

determinable?

6

Should the assets or services be recorded at

7

the transferring investor's cost if the fair

8

value is not determinable within reasonable

9

limits?

10

Should sales of assets or services by the

11

venture to noncontrolling investors be accounted

12

for in the same manner as sales to unrelated

13

parties?

Should the nature and particulars of

14

such transactions be required to be disclosed?

15

Should forgiveness of debt by investors be re-

16

quired to be recorded as a reduction of the

17

cost of a related asset or as a capital contri-

18

bution, as appropriate, not as an extinguish-

19

ment of debt?

20

Should interest on loans from investors be

21

accounted for on the basis of stated rates or

22

the market rate on the date of the loans unless

23

the loans are in substance capital contributions?

24

Should interest on loans that are in substance

25

capital contributions be accounted for as

26

allocations of income?

27
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f.

g.

h.

50.

In reporting the capital accounts of unincor-

1

porated joint ventures, should the capital

2

accounts of general and limited partners and the

3

identity of general partners be disclosed?

4

Should unusual allocations specified by agree-

5

ments or arising from differences in the account-

6

ing and agreed basis of accounting for trans-

7

actions be identified and explained?

8

Should criteria be established for determining

9

changes in partners' interests that constitute

10

a change in control and create a new accounting

11

entity or that constitute a change in the

12

accounting basis of assets to reflect a new

13

basis established by and allocable to a new

14

partner?

15

Guidance on disclosures in financial statements is needed

in the following areas:
a.

b.

c.

16
17

Should the significant terms of the venture

18

agreement--including capital contributions,

19

profit and loss allocations, business purposes,

20

life of venture, and provisions for winding up

21

and dissolution—be disclosed?

22

Should information on the elements of the

23

capital accounts be required to be disclosed?

24

Should the financial statements of the venture

25

be required to disclose the nature and details

26
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d.

of transactions with related parties such as

1

the nature of the relationships, a description

2

of the transactions, the dollar volume of the

3

transactions, the effects of a change in the

4

method of establishing terms, and the amounts

5

due from such parties and the terms and manner

6

of settlement?

7

For unincorporated ventures, should the financial

8

statements disclose that they are not taxable

9

entities?

Should the differences between the

10

accounting and tax basis and the amount of

11

distributable taxable income and losses of in-

12

dividual investors be required to be disclosed?

13

Or, should such disclosure be prohibited?

14

*

*

*

*

-49ADVISORY CONCLUSIONS
Definitional Problem
39
51.

The following are the advisory conclusions of the divi-

sion on the basic issue presented in paragraph
a.

1

2

For accounting purposes, the term "joint

3

venture" should be defined as a class of

4

entities with specified characteristics that

5

differentiate the class from other entities.

6

The term should be defined broadly enough to

7

encompass all entities having the specified

8

characteristics regardless of the legal form

9

of the entity; the legal form of an entity

10

should make no difference in the accounting

11

for the investment unless the entity is not

12

subject to joint control as in some undivided

13

interests.

14

Entities that meet the definition

may often be used as project financing arrange-

15

ments and as a means to carry out other agreements

16

between the participants.

17

The definition should not

encompass those aspects of a venture because

18

accounting considerations relating to such arrange-

19

ments and agreements differ from the considera-

20

tions appropriate to equity investments in the

21

joint venture.

22

(Approved unanimously)

23
b.

The definition from the CICA Handbook cited in

24

paragraph 5 of this paper should be adopted in

25

substance as the definition of a "joint venture"

11:

-50for accounting purposes.

The element of "joint

control" of major decisions should be the central

2

distinguishing characteristic.

3

(Approved

unanimously)

4

Accounting for Investments in Joint Ventures
52.

1

The following are the advisory conclusions of the

5
6

division on the basic issue relating to accounting for invest-

7

ments in joint ventures.

8

a.

b.

c.

d.

The portion of APB Opinion 18 dealing with

9

investments in joint ventures should be re-

10

examined.

11

(Approved unanimously)

The one-line equity method as described in APB

12

Opinion 18 should be required for investments

13

(other than off-balance sheet financing arrange-

14

ments) in joint venture entities (whether in-

15

corporated or unincorporated) that are subject

16

to joint control, except that the cost method

17

should be permitted for investments not material

18

to the investor.

19

(Approved 11 to 4)

If an entity that otherwise meets the definition

20

of a joint venture is, in fact, controlled by

21

majority voting interest or otherwise, the entity

22

should be required to be accounted for as a sub-

23

sidiary of the controlling investor and to be fully

24

consolidated by that investor.

25

(Approved 13 to 2)

If an entity that otherwise meets the definition

26

of a joint venture is not subject to joint control,

27
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e.

f.

53.

by reason of its liabilities being several rather

1

than joint as in some undivided interests, invest-

2

ments in the entity should be required to be

3

accounted for by the proportionate consolidation

4

method.

5

(Approved 13 to 2)

The use of the same method in the balance sheet and

6

income statement should be required.

7

(Approved

unanimously)

8

Disclosure of supplementary information as to the

9

assets, liabilities, and results of operations should

10

be mandatory if the investments in the aggregate

11

are material.

12

Accounting for Joint Venture Entities

13

The following are advisory conclusions of the division

on issues relating to accounting for joint venture entities.
a.

b.

14
15

The creation of a joint venture establishes

16

a reporting entity separate from its owners

17

that requires a new basis of accounting for

18

its assets and liabilities.

19

(Approved 9 to 6)

Assets contributed to the venture should be

20

recorded at the amount agreed on by the parties,

21

which is assumed to be determined by reference

22

to fair market value, but not in excess of the

23

assets' fair market value.

24

(Approved 8 to 7)
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APPENDIX A

ILLUSTRATION OF FOUR METHODS OF PRESENTING
INVESTMENTSINJOINT VENTURES

The following illustration of the traditional one-line
equity method, the proportionate consolidation method, and two
variations of the expanded equity method of presenting investments in joint ventures in balance sheets was taken from an
article by Richard Dieter and Arthur R. Wyatt that appeared in
the Professional Notes Column of the Journal of Accountancy,
June 1978.

Exhibit 1
ABC joint venture
Balance sheet—December 31, 1977
Liabilitiesandcapital

Assets
Current assets:
Cash
Receivables
Supplies
Total current assets

Fixed assets, at cost:
Steam-generating facility
Less accumulated depreciation
Total fixed assets

100,000

S

200,000

400.000

Current liabilities:
Current maturities
of long-term debt
$ 100,000
Accounts payable
Accrued expenses
Total current liabilities

100,000

Long-term debt, less current maturities:
Mortgage loans
Term loan
Total long-term debt
$6,000,000

1,000,000

$5,000,000

Capital:
X Y Z Corporation ( 3 0 % )
A Corporation ( 3 5 % )
B Corporation ( 3 5 % )

$4,000,000

700,000
$4,700,000

Capital

$ 60,000

70,000
70,000
$200,000

S2.400.000

Note:ln1971,XYZ Corporation entered intoa joint venturearrangenmentwith two corporations
for the purpose of building and operating asteam-generatingfacility.Theoutputofthe steamgenerating facility is used by all three participants in varying proportions during the year, depending on seasonal and operational needs.Concurrentwith theformationof the joint venture.
the participants entered separate take-or-pay contracts with theJointventurebasedonthe total
expected outputoftheplantinthe same proportion astheirequity interests. Under the terms
ofthetake-or-paycontracts, the required payments by the participants are sufficientintotal to
service
the debtofthejoint venture, to pay its operating expensesandto provide a minimal
profit.
The obligationstopay theminimumamountsunder thetake-or-paycontractsareunconditionalandmustbemetregardlessofwhetherthe steam power is delivered. The take-orpaycontractsserve asguaranteesfor the obligationsofthejointventure.

Earnings

$ 30,000

35.000
35,000
$100,000 $ 300,000

$5,400,000
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Exhibit

2

XYZ corporation
Balance sheet—December 31, 1977

Assets
Current assets:
Cash
Receivables
Inventories
Company share of current assets of
joint venture
Total current assets
Fixed assets:
Land
Plant
Machinery and equipment
Less accumulated depreciation
Company share of steam-generating plant.
net. of joint venture

Traditional one-iine
equity method
presentation
(APB Opinion no. 18)

Proportionate
consolidation
proposed by
Reklau

$ 530,000

1,000,000
3,000,000

1,030.000
3.060,000

N/A
$4,500,000

N A

4,000,000
2.000.000
$6,100,000
2,100,000
$4.000.000

5,800,000
2.000.000

N/A
$4.000.000

1,000,000

1,000,000

3.000.000

3,000,000

2.400.000

N A

$

120,000

N/A

$

$ 4.620.000
$ 100.000
4.000.000
2.000.000
2,000,000
$ 7.900.000
2,100,000
2,100,000
$ 5.500.000
N A

$

$

$

1,500,000
$ 5,500,000

Investment in equity of 30%-owned
joint venture
Company share of investment in
joint venture:
Current assets
Fixed assets, net

Expanded equity
method presentation
Alternative
Alternative
1

$

$—$ —

N/A

N/A

N/A
1,500.000

$

-

$
Total assets

$8,590,000

$10,120,000

$10,120,000

2,000,000

2.060.000

$ 1.060.000
2.000.000

N/A

N< A

$10,120,000

Liabilities and stockholders' equity
Current liabilities:
Current maturities of long-term debt
Accounts payable and accrued expenses
Company share of current liabilities
of join: venture
Total current liabilities
Long-term debt, less current maturities:
Mortgage loan
Term loan
Company share of long-term debt of
joint venture
Company share of liabilities of
joint venture
Current liabilities
Long-term debt, less current maturities:
Stockholders equity
Common stock
Retained earnings
Total liabilities and
Stockholders equity:

$3,000,000
N/A

N/A
$3,000,000

N/A

120,000

N/A

$3,000,000

210.000

N A

N/A

N/A

$
2,000,000

$ 3,120,000

$

$ 4.200.000 $3,000,000
N/A

$

1,410,000

$ 4.410.000

$

N A

N/A

$

1,410,000

$
$1,800,000
790.000
$2,590,000
$8.590.000

790.000

$10,120,000

$ 1.800.000
790.000
$ 2.590.000
$10,120,000

$
790.000

$
$10,120,000
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APPENDIX B

NAARS SEARCH
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NAARS SEARCH
1977/8 ANNUAL REPORT FILE
COMPANIES REPORTING INVESTMENTS IN 507.-OWNED COMPANIES, JOINT VENTURES, PARTNERSHIPS,
- OR UNDIVIDED INTERESTS BY THE ONE-LINE EQUITY METHOD
1. Beeline Inc.
61.
2. Alexanderis
62.
3. Masonite Corporation
63.
4. Bond Industries Inc.
5. Hiram Walker-Gooderham &
64.
Worts Limited
65.
6. Food Fair
66.
7. Parker Drilling Company
67.
8. BankAmerica Realty Investors
68.
9. MFY Industries Inc.
69.
10. Walgreen Co.
70.
11. Alberto-Culver Company
71.
12. Air Products & Chemical Inc.
72.
13. Chris-Craft Industries Inc.
73.
14. Brenner Industries Inc.
74.
15. Seneca Foods Corporation
75.
16. The Fed-Mart Corporation
76.
17. PNB Mortgage & Realty
77.
Investors
18. The Armstrong Rubber Company
78.
19. Seaway Food Town
20. International Harvester Co.
21. United Artists Theatre Circuit
79.
22. Caressa, Inc.
80.
23. Sam P. Wallace Company
81.
24. Security Mortgage Investors
82.
25. Petrolane Incorporated
83.
26. Oscar Mayer & Co.
84.
27.. Carboline Company
85.
28. S-G Metals Industries
86.
29. Fluor Corporation
87.
30. Koehring Company
88.
31. Caterpillar Tractor Co.
89.
32. Monarch Capital Corporation
90.
33. Canal Randolph Corporation
91.
34. The Travlers Corporation
92.
35. Raybestos-Manhattan Inc.
93.
36. Nalco Chemical
Company
94.
37. Owens-Illinois, Inc.
95.
38. Pacific Standard Life Co.
96.
39. Xerox Corporation
97.
40. Alabama Bancorporation
98.
41. United States Tobacco Co.
99.
42. Lennar Corporation
100.
43. Lindberg Corporation
44. Rowan Companies Inc.
101.
45. St. Regis Paper Company
102.
46. Bethlehem Steel Corporation
103.
47. Minnesota Gas Company
104.
48. Dow Jones & Company
105.
49. Terra Chemicals International
106.
50. Repulic Steel Corporation
107.
51. Medenco Inc.
108.
52. Omni Spectra Inc.
109.
53. Brooks-ScanIon Inc.
110,
54. Murphy Oil Corporation
111.
55. Northern California Savings &
112.
Loan Association
113,
56. Armo Steel Corporation
114.
57. Phillips Petroleum Company
115.
58. Scovill Manufacturing Company 116.
59. Signode Corporation
117.
60. Bliss & Laughlin Industries
Incorporated
118.

Boise Cascade Corporation
Control Data Corporation
Fairchild Camera & Instrument
Corporation
Kraft Inc.
The St. Paul Companies Inc.
Buckeye International Inc.
IU International Corporation
Chicago Bridge & Iron Company
Inland Steel Company
Mortgage Growth Investors
Willamette Industries Inc.
Washington National Corp.
Genstar Limited
Globe Industries, Inc.
Goulds Pumps, Incorporated
Allergan Pharmaceuticals, Inc.
American General Insurance
Ernst & Ernst
Michigan Wisconsin Pipe Line
Company Subsidiary of
American Natural Resources
Bankamerica Corporation
C. Brewer & Company
Graniteville Company
Salem Corporation
Southland Financial Corp.
Alpha Portland Industries, Inc.
American Cyanamid Company
Commonwealth Natural Resources
Foote Mineral Company
Insilco Corporation
Interlake, Inc.
The McKee Corporation
The North American Coal Corp.
Pittway Corporation
Kaufman & Broad, Inc.
Communications Satellite Corp.
Continental Oil Company
The Joseph Dixon Crucible Co.
National Steel Corporation
Lone Star Industries, Inc.
McGraw-Hill Inc.
First of Denver Mortgage
Investors
Rockaway Corporation
State Street Boston Corp.
Faberge, Incorporated
Great Lakes Chemical Corp.
Vulcan Material Company
Texas Gas Transmission Corp.
U.S. Filter Corporation
A.B. Dick Company
Midland 0operatives, Inc.
Superscope, Inc.
Tiger International, Inc.
Texaco Inc.
Twin City Barge & Towing Co.
The Warner & Swasey Co.
Leslie Salt Co.
Lykes Corporation
Mercury Savings & Loan
Association
Missouri Pacific Corp.

119
120
121
122

123
124
125
126

127
128

129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
158
159
160

161
162

Petrolite Corp.
The Bethlehem Corp.
Bomaine Corp.
W.R. Grace & Co.
J.B. Ivey & Co.
Dillingham Corp.
American Reserve
Corp.
NLT Corp.
Southern Natural
Resources
Starrett Housing
Corp.
Home Oil Co.
National Spinning
Company
Cyprus Mines
Corp.
Dynalectron Corp.
Automatic Switch
Company
Kaiser Aluminum &
Chemical Corp.
P & F Industries,
Inc.
First Amtenn Corp.
Home stake Mining
Company
Applied Materials
Inc.
Allis-Chalmers Corp.
The Chesapeake Corp.
Great Western
Financial Corp.
White Motor Corp.
Hardwicke Companies
Incorporated
Rio Grande Indus.,
Inc.
Shawmut Corp.
Missouri Pacific
Railroad Co.
Barber Oil Corp.
Beneficial Standard
Corp.
First Texas Financial
Corp.
Foster Wheeler Corp.
Gulf Oil Canada
Limited
Norton Company
Fieldcrest Mills, Inc.
Ralph M. Parsons Co.
Atlanta Laselle Co.
Campbell Taggart, Inc.
Crown Central
Petroleum Corp.
Del E, Webb Corp.
Dr. Pepper Company
Equitable of Iowa
Companies
Chilton Company
Continental Materials
Corp.
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163. Lilli Ann Corporation
223.
164. Jupiter Industries, Inc.
224.
165. International Basic Economy
225.
Corporation
226.
166. Jack Winter, Inc.
227.
167. Graco Inc.
228.
168. Wells, Rich, Greene, Ihc.
229.
169. Hyster Company
230.
170. Bucyrus-Eric Company
231.
171. Carl M. Freman Associates, Inc. 232.
172. Development Corp. of America
233.
173. Barry Wright Corporation
234.
174. Donovan Companies, Inc.
235.
175. Cousins Properties Incorporated 236.
176. The Chubb Corporation
237.
177. National Kinney Corp.
238.
178. Ocean Drilling & Exploration Co, 239.
179. Waldbaum, Inc.
240.
180. MacMillan Bloedel Limited
241.
181. State Mutual Life Assurance Co. 242.
182. Tonka Corp.
243.
183. South Carolina Electric & Gas
Company
244.
184. Shapell Industries, Inc.
245.
185. United Banks of Colorado, Inc. 246.
186. United States Leasing Inter247.
national, Inc.
248.
187. Hecla Mining Company
188. Global Marine Inc.
249.
189. Aberdeen Manufacturing Corp.
250.
190. Reichhold Chemicals, Inc.
251.
191. Iowa-Illinois Gas & Electric
252.
Company
253.
192. Federal Realty Investment
254.
Trust
255.
256.
193. Florida Power & Light Company
194. Kroehler Mfg. Co.
257.
195. Knudsen Corporation
258.
196. The Diversey Corporation
259.
197. Metropolitan Life Insurance
260.
Company
261.
198. Pacific Lighting Corporation
262.
199. Ormand Industries
200. Westmor Corporation
263.
201. Idaho Power Company
202. Inland Container Corp.
203. Landmark Land Company
264.
204. Leesona Corporation
205. Maui Land & Pineapple Company
265.
206. The Mischer Corporation
266.
207. Nash Finch Company
267.
208. National Starch & Chemical
268.
Corp.
269.
209. New England Gas & Electric
Association
270.
210. Paul Mueller Company
211. King's Department Stores, Inc. 271.
272.
212. Dayton Hudson Corp.
273.
213. Power Test Corp.
274.
214. Wieboldt Stores, Inc.
275.
215. Carson Pirie Scott & Company
276.
216. Thalhimer Brothers
277.
217. Mercantile Stores Company
278.
218. Oppenheimer Industries, Inc.
279.
219. Yonker Brothers, Inc.
280.
220. Amterre Development Inc.
281.
221. Western Bancorporation
282.
222. Connecticut General Mortgage
& Realty Investments

283. Keystone Consolidated
Vintage Enterprises, Inc.
Industries, Inc.
EAC Industries, Inc.
AIC Photo, Inc.
284. Planning Research
Corp.
Allied Maintenance Corp.
Ernest W. Hahn, Inc.
285. Braewood Development
Corp.
National CSS, Inc.
Envirotech Corporation
Wm. E. Wright Co.
286.
Foremost-McKesson, Inc.
Investment Corp.
Gerber Products Co.
287.
of Florida
Hyatt Corporation
Franklin Realty
Jewelcor Incorporated
288.
Group
The Colwell Company
Wells Fargo Mortgage
Taft Broadcasting Co.
289.
& Equity Trust
Kellwood Company
National Chemsearch Corp.
United National Corp.
Combustion Equipment Assoc.
Kent-Moore Corp.
Wincorp. Industries, Inc.
Cohen-Hatfield Industries
Institutional Investors
Trust
Hospital Mortgage Group
Lloyd's Electronics, Inc.
Tom Brown, Inc
Ampex Corporation
Colorado National Bankshares,
Inc.
The Federal Company
Federal Resources Corp.
Leslie Fay Inc.
City National Corp.
Leisure Dynamics, Inc.
Volunteer Capital Corp.
Autotrol Corporation
Austral Oil Company Incorporated
Golden Cycle Corporation
Westmoreland Coal Co.
Energy Ventures, Inc.
The Offshore Company
Multivest, Inc.
Archer Daniels Midland
Company
The Equitable Life
Assurance Society of
the United States
Michigan Wisconsin Pipe Line
Company
Ag-Met, Inc.
Tektronix, Inc.
Seaboard Allied Milling Corp.
Envirodyne Industries, Inc.
Convenient Industries of America,
Inc.
Herman Miller, Inc.
Premier Industrial Corporation
Kavanau Real Estate Trust
Technical Publishing Company
Killearn Properties, Inc.
Patrick Petroleum Company
The Marcus Corporation
VTN Corporation
Cordis Corporation
Electronic Data Systems Corp.
Parker-Hannifin Corporation
Certified Corp.
American Nuclear Corporation
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OR UNDIVIDED INTERESTS BY PROPORTIONATE CONSOLIDATION
No
1

Description of Company/Auditor
The Standard Oil Company
Dec 31, 1977 Ernst & Ernst

Statement of Accounting Policy

(E) Consolidation - The financial statements include
all domestic and foreign subsidiaries in which the
Company owns more than 50 percent of the voting
stock, except for a joint-venture financing company
which is CONSOLIDATED on a pro-rate basis - Note E.

Pennsylvania Real Estate
Investment Trust
Aug. 31, 1977 Arthur Andersen & Co,

At August 31, 1977, the Trust had investments of
$5,267,000 in 15 partnerships representing interests
of 50% to 75%. The Trust accounts for these investments
by recording its proportionate share of the assets
(principally apartment buildings and SHOPPING centers),
liabilities, income and expense in its financial
statements. The Trust's proportionate share of assets
and gross revenues were as follows:

3

Great Lakes Dredge & Dock Company
Dec. 31, 1977 Peat, Marwick,
Mitchell & Company

The accompanying CONSOLIDATED financial statements
include the accounts of the Company, its majority
owned subsidiaries, and its pro rate share of all
joint ventures in which the Company has a major
interest.

4

Hercules Incorporated
Dec. 31, 1977 Coopers & Lybrand

5.

The CONSOLIDATED financial statements include the
accounts of Hercules Incorporated, all wholly owned
subsidiaries, and Hercules' pro rata share of the
accounts of Hercofina and Hercofina Europe, joint
ventures.

Barnwell Industries
Sept. 30, 1977 Touche Ross & Co.

The Company holds an undivided interest in a limited
partnership which leases land for coal mining.
Included in the CONSOLIDATED financial statements is
the Company's proportionate share of each item on the
partnership's financial statements as of Sept. 30, 1977

Tlshman Realty & Construction
Company, Inc.
Sept. 30, 1977 S.D. Leidesdorf & Co.

CONSOLIDATED financial statements include a proportionate share of the accounts of joint ventures in
which subsidiaries are participants to the extent of
approximately 50% or more. The individual captions
in the CONSOLIDATED statements of operations also
include a proportionate share of the operations of
those joint ventures. The largest minority interest
in any joint venture as at September 30, 1977 was
represented by a 33-1/3% interest held by a subsidiary
in a joint venture.

7.

Transocean Oil, Inc.
Oct. 3 1 , 1977 Arthur Young & Company

The CONSOLIDATED financial statements include its
wholly-owned subsidiaries and its proportionate
interest in the accounts of unincorporated joint
ventures and partnerships.

8.

Zapata Corporation
Sept. 30, 1977 Arthur Andersen & Co.

The CONSOLIDATED financial statements include Zapata
Corporation, all of its wholly and majority owned
domestic and foreign subsidiaries, and its pro rata
share of the accounts of joint ventures.

Kirby Exploration Company
Dec. 31, 1977 Arthur Anderson & Co.

The Company's equity in certain partnerships, more
fully described in note 5, is reflected in the
accounts at its pro rata share of the assets,
liabilities, revenues and expenses of the partnerships.

6.
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No.
10.

11.

Description of Company /Auditor

Statement of Accounting Policy
The CONSOLIDATED financial statements include
the company's investment in the accounts of all
subsidiaries and the company's pro rata share
of the accounts of a mining joint venture.

Earth Resources Company
Aug. 31, 1977 Coopers & Lybrand

Investments in 50% owned companies are stated
at the proportionate share of the underlying
equity of such companies (see Note C).

Overseas Shipholding Group Inc.
Dec. 31, 1977 S.D. Leidesdorf & Co.

11

12.

Belco Petroleum
Dec. 31, 1977 Arthur Andersen & Co.

The Company is the sole general partner in several
limited partnerships formed to explore for oil and
gas in the United States and Canada. The CONSOLIDATED
financial statements include the Company's interest
in the partnerships' assets, liabilities, sales and
expenses after adjustments required to conform to full
cost accounting.

13.

American Can Comapny
Dec. 31, 1977 Coopers & Lybrand

International subsidiaries and a one-half interest
in an unincorporated joint venture.

14.

The Cleveland-Cliffs Iron Company
Dec. 31, 1977 Ernst & Ernst

15.

American Maize-Products Company
Dec. 31, 1977 Coopers & Lybrand

Consolidated financial statements comprise the
accounts of the Company and its subsidiaries,
including a subsidiary's 50% interest in a
partnership,The Amalgamalze Company (See Note 2).
The consolidation of this partnership has been
effected by including, on a pro rata basis, 50%
of its assets, liabilities (including indebtedness),
revenue and expenses in the Company's CONSOLIDATED
financial statements.

16.

Getty Oil Company
Dec. 31, 1977 Arthur Andersen & Co.

The accounts of corporations in which Getty owns
more than 50% of the common voting stock are
CONSOLIDATED in the financial statements, along
with Getty's interests in assets, liabilities
and operations of unincorporated joint ventures.

17.

Atlantic Richfield Company
Dec. 31, 1977 Coopers & Lybrand

(E)

The Company also consolidated its interest in undivided interest pipeline companies and oil and
gas joint ventures. The Company uses the equity
method of accounting for other joint ventures and
for partnerships.

18.

Apeo Oil Corporation
Dec. 31, 1977 Arthur Andersen & Co.

(E)

Investments in partnerships and joint ventures
(other than oil and gas joint ventures which are
accounted for as undivided interests) and
corporations are recorded by use of the equity
method of accounting.

19.

Dorchester Gas Corporation
Aug. 31, 1977 Haskins & Sells

(E)

The CONSOLIDATED financial statements include its
proportionate interest in the accounts of unincorporated joint ventures. Investments in mining
ventures and related activities ("associated
companies") unconsolidated subsidiaries, partnerships and other companies, accounted for by the
equity method, and cost companies which are
accounted for at cost which equals the Company's
equity in the underlying net assets (see Note B)
The Company, through its ownership interests,
receives iron ore produced by the cost companies
in exchange for payment of its proportionate
share of the companies cost. The Company includes
its proportionate share of cost companies'
expenses in cost of goods sold.

The CONSOLIDATED financial statements include
its pro-rata share of the assets, liabilities,
and operations of unincorporated oil and gas
joint ventures and partnerships. The joint
ventures and partnerships in which the Company
has an interest maintain their accounts on the
cash basis of accounting.
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Statement of Accounting Policy

20.

Moore McCormack Resources, Inc.
Dec. 31, 1977 Arthur Andersen & Co.

(E)

The CONSOLIDATED financial statements include the
accounts of Moore McCormack Resources, Inc., its
subsidiaries and its proportionate interest in
the accounts of unincorporated joint ventures,
incorporated joint ventures are accounted for
under the equity method.

21.

Ideal Basic Industries, Inc.
Dec. 31, 1977 Haskins & Sells

(E)

The financial statements include the Company's
50% share of a coal-supplying joint venture's
financial statements. The Company's investments
in its two real estate joint ventures are maintained on the basis of cost plus equity in undistributed earnings.

22.

Skaggs Companies, Inc.
Dec. 29, 1977 Ernst & Ernst

23.

The Pantasote Company
Dec. 31, 1977 Edward Isaacs & Co.

24.

Dart Industries, Inc.
Dec. 31, 1977 Price Waterhouse & Co,

Dart is a party to a joint operating agreement
whereby it has an undivided 50% interest in
plant and other assets relating to the production
marketing of certain petrochemicals, and is also
a 50% owner of a plastics processing corporation
with the same other party. The accompanying
statements include 50% of the assets, liabilities,
income and costs and expenses of these jointly
owned activities.

25.

The Amalgamated Sugar Company
Dec. 26, 1977 Coopers & Lybrand

The CONSOLIDATED financial statements include the
accounts of The Amalgamated Sugar Company and its
wholly-owned subsidiary, Western Corn Company,
together with the subsidiary's 50% interest in
the assets, liabilities, and results of operations
of The Amalgamaize Company, a partnership, entered
into with a subsidiary of American Maize-Products
Company for the construction and operation of a
corn wet milling plant near Decatur, Alabama.

26.

27.

28.

29.

30.

Occidental Petroleum Corporation
Dec. 31, 1977 Arthur Andersen & Co.

Panhandle Eastern Pipe Line Co.
Dec. 31, 1977 Peat, Marwick,
Mitchell & Company

Allied Chemical Corporation
Dec. 31, 1977 Price Waterhouse & Co,

Sedco, Inc.
June 30, 1978 Deloitte
Haskins & Sells
Hamilton Bros. Exploration Co,
Dec. 31, 1977 Haskins & Sells

The CONSOLIDATED financial statements include
its proportionate share of the assets,
liabilities, income and expenses of SkaggsAlbertson's, a 50% owned partnership.
(E)

The CONSOLIDATED statements include the accounts
of a 50% undivided interest in a resin plant
operation and a 50% interest in two affiliated
companies which are accounted for on the
equity method.

The CONSOLIDATED financial statements include
Occidental's interest in assets, liabilities
and operations of oil and gas joint ventures.
The Company's one-third interest in Pel-Lyn
Godager Company was recorded using the equity
method. Subsequent to the acquisition of
Dixilyn Corp. on May 1, 1977, Pel-Lyn
Godager Company has been CONSOLIDATED on a
two-thirds basis.
CONSOLIDATED financial statements include the
accounts of Allied Chemical Corp. all ,whollyowned and its interest in assets, liabilities
and operations of unincorporated joint ventures,
Sedco's equity in the assets, liabilities, and
operations of joint ventures is reported in the
respective financial statements captions.
The Company invests inpropertieswithin
unincorporated joint ventures, the Comapny's
pro rata share of assets, liabilities, revenues
and expenses associated with these ventures is
also CONSOLIDATED within the accompanying
financial statements.See Note 2 for investments
in affiliates.
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Hamilton Bros. Petroleum Corp.
Dec. 31, 1977 Haskins & Sells

The Company invests in properties operated
primarily within unincorporated joint ventures;
the Company's pro rata share of assets, liabilities, revenues and expenses associated with
these ventures is also CONSOLIDATED within the
accompanying financial statements. See Note 2
for investments in nonconsolidated subsidiaries.

Orange & Rockland Utilities,Inc.
Dec. 31, 1977 Alexander Grant & Co,

The CONSOLIDATED financial statements include
the accounts of the Company, all subsidiaries
and its share of two unincorporated joint
ventures.

Pacific Power & Light Company
Dec. 31, 1977 Haskins & Sells

The CONSOLIDATED financial statements include
the accounts of the Company and its subsidiaries,
all majority-owned, together with a 50% interest
in the assets, liabilities, and results of
operations of a commercial coal mining joint
venture.

Denver Real Estate
Investment Association
Dec. 31, 1977 Arthur Andersen & Co,

DREIA is an 80% general partner in two partnerships formed in March, 1974. DREIA consolidates
its investments. DREIA is also a 50% limited
partner in another partnership formed in
November, 1973. DREIA account for its investment
(net equity of $258,486) in this partnership by
reporting its proportionate share of the assets,
liabilities, income and expense of the partnership.

Houston Oil & Minerals Corp.
Dec. 31, 1977 Touche Ross & Co.

The CONSOLIDATED financial statements include the
accounts of the Company, its wholly-owned subsidiaries and the Company's pro-rata share of the
accounts of oil and gas joint ventures.

Crystal Oil Company
Dec. 31, 1977 Touche Ross & Co.

The CONSOLIDATED financial statements include
the accounts of Crystal Oil Company and its subsidiaries, all of which are wholly-owned, and
the pro-rata share of the accounts of partnerships in which the Comapny has an interest.

American Quasar Petroleum Co.
Dec. 31, 1977 Price Waterhouse & Co.

The Company and certain of its subsidiaries
(Operators ) conduct substantially all of
their exploration and production activities
through joint ventures with limited partnerships.
The Operators' proportionate share of joint
venture operations, including all of the joint
ventures' accounts payable and accounts receivable,
have been reflected in the financial statements.

Kampgrounds of America, Inc.
Dec. 31, 1977 Peat, Marwick,
Mitchell & Company

The CONSOLIDATED financial statements include
Company's pro-rata share of assets, liabilities,
revenues and expenses of an undivided 50%
interestin unincorporated joint ventures with
total assets of $2,155,274 and $2,426,464 at
December 31, 1977 and 1976, respectively, and a
90% owned partnership with total assets of
$316,610 and $322,325 at December 31, 1977 and 1976,

Santa Fe International Corp.
Dec. 31, 1977 Arthur Young & Co.

The Company consolidates all domestic and foreign
subsidiaries, substantially all of which are
wholly owned, and its proportionate interest in
the accounts of unincorporated joint ventures.

Wichita Industries, Inc.
De. 31, 1977 Haskins & Sells

The joint venture agreement provide that Wichita
shall have an 80% interest in the assets and be
liable only for 80% of the liabilities of the
joint venture. Accordingly, 80% of the assets
and liabilities of the joint venture are included
in the appropriate accounts of Wichita.
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Monumental Corporation
Dec. 3 1 , 1 9 7 7 Coopers & Lybrand

The consolidated financial statements of Monumental
Properties and its subsidiaries include its
proportionate interest in unincorporated joint
ventures.

Argo Petroleum Corporation
Dec. 3 1 , 1 9 7 7 Arthur Andersen & Co,

The Company is the general partner for three
oil and gas limited partnerships and has various
joint venture interests in other exploration and
production activities. The Company's share of
partnership and joint venture porperty and
equipment, accounts receivable and accounts
payable is included in the CONSOLIDATED balance
sheets under the respective captions, and its
interest in the remaining net assets is included
under the caption "Advances to and other assets
of partnerships." The Company's share of the
income and expenses of such partnerships and joint
ventures is included under the applicable caption
in the CONSOLIDATED statements of income.

Adobe Oil & Gas Corporation
Dec. 31, 1 9 7 7 Peat, Marwick,
Mitchell & Company

The consolidated financial statements include
the Company's proportionate share of the assets,
liabilities, revenues and expenses of all
domestic partnerships in which the Company is
a partner.

New Mexico and Arizona Land Co.
Dec. 31, 1977 Price Waterhouse & Co,

Its 50% and 40% ownership interest in the JRJ
Joint Venture and Western Nuclear Joint Venture,
respectively.

American Realty Trust
Sept. 30, 1977 Coopers & Lybrand

The Trust's 75% interest in the assets, liabilities, income and expenses of Ar-Bakewell Associates, an unincorporated joint venture, has been
included in the financial statements on a pro
rata consolidation basis.

Iowa Electric Light & Power Co.
Dec. 31, 1977 Arthur Andersen & Co.

Under a joint-ownership agreement with two other
Iowa utilities, the Company has a 70% undivided
interest in the Duane Arnold Energy Center (DAEC)
a 500,000 Kw nuclear-fueled generating station,
Each of the respective owners issued its own
securities to finance its portion of the DAEC
and the respective shares of ownership are
reflected in each company's utility plant
accounts.

Woods Petroleum Corporation
Dec. 31, 1977 Peat, Marwick,
Mitchell & Company

The consolidated financial statements include the
Company's pro rata share of the assets and liabilities as well as the revenues and expenses of the
aforementioned drilling partnerships are also
included in the consolidated financial statements.

Felmont Oil Company
Dec. 31, 1977 Arthur Andersen & Co,

The Company has a 25% interest in a joint venture
mining operation. At December 31, 1977, the
Company has recorecde its proportionate interest
in the joint venture's assets, liabilities,
revenues, and expenses in the accompanying
consolidated financial statements.

Great Basins Petroleum Company
July 31, 1977 Arthur Andersen & Co.

The Company acts as general partner for numerous
oil and gas limited partnerships. Accordingly,
the Company's share of partnership property and
equipment, deferred income and long-term debt
is included in the CONSOLIDATED balance sheets
in their respective captions and its interest
in the remaining net assets is included in the
caption "Investment in residual assets of and
advances to partnerships".
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No.

Description of Company/Auditor

50.

Albertson's, Inc.
Jan. 28, 1978 Touche Ross & Co.

The CONSOLIDATED financial statements include
its 50% interest in the accounts of SkaggsAlbertson's, partnership.

51.

Blount, Inc.
Feb. 28, 1978

The CONSOLIDATED financial statements Include
a pro rata share (ranging from 40 to 80%) of
the assets (including cash and TEMPORARY cash
investment that are not normally distributed
until substantial completion of the projects),
liabilities, revenues, and costs of unincorporated construction joint ventures.

Coopers & Lybrand

52.

Buttes Gas & Oil Company
Dec. 31, 1977 Touche Ross & Co.,

The CONSOLIDATED financial statements include
the Company's pro-rata share of the accounts
of oil and gas joint ventures.

53.

Asamera Oil Corporation, Ltd.
Mar. 31, 1978 Clarkson, Gordon & Co.

The Company's proportionate share of the
accounts of its joint ventures are included
in the CONSOLIDATED financial statements.

54.

Westburne International Indus. Ltd.
Mar. 31, 1978 Touche Ross & Co.

The consolidated financial statements include
the Company's share of the assets, liabilities,
revenues and expenses of a joint venture involving contract drilling operations.

55.

Tidewater Inc.
Mar. 31, 1978 Peat, Marwick,
Mitchell & Company

56.
57.

MGF Oil Corporation
Dec. 31, 1977 Elmer Fox,
Westheimer & Company
NFC Corporation
Dec. 31, 1977 Price Waterhouse & Co,

The Company's interest in the oil and gas limited partnerships for which it serves as general
partner is included in the consolidated financial
statements by combining the Company's proportionate share of the assets, liabilities, revenues
and expenses of these partnerships with the
respective accounts of the Company.
The consolidated financial statements include
its proportionate share of affiliated oil and
gas partnerships.
The consolidated financial statements include its
proportionate share of the assets, liabilities
and operations of affiliated oil and gas partnerships.

58.

Banister Continental Ltd.
Mar. 31, 1978 Arthur Young,
Clarkson, Gordon & Company

The consolidated financial statements include the
accounts of the Company and its subsidiaries and
its pro rata share of assets, liabilities, revinuesand expenses of incorporated and unincorporated joint ventures.

59.

Gulf Interstate Company
Dec. 31, 1977 Arthur Andersen & Co,.

The accompanying consolidated financial statements
include its undivided 34% interest in a certain
real estate operation.

60.

Commonwealth Oil Refining Company
Dec. 31, 1977 Haskins & Sells

The consolidated financial statements include the
accounts of Corco's 50% interests in the assets,
liabilities and results of operations of 50%owned joint ventures (see Note B).

Mc Farland Energy, Inc.
Dec. 31, 1977 Elmer Fox,
Westheimer & Company

The consolidated financial statements include its
interests in and results of operations of joint
ventures and partnerships of which McFarland is
the operator.

61.

62.

63.

Reading & Bates Offshore
Drilling Company
Sep. 30, 1977 Coopers & Lybrand
Bow Valley Industries, Ltd.
(E)
May 31, 1978 Price Waterhouse & Co.

The CONSOLIDATED financial statements include
its 50% interests in the accounts of two joint
ventures("the Company"). Investments in less
than 50% owned ventures and a 50% owned company
are accounted for by the equity method.
The consolidated financial statements include
Bow Valley's interest in partnerships, some
of which are limited partnerships in which
Bow Valley is the general partner. A 20%
foreign partnership interest is accounted for
by the equity method.
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Comprehensive Care Corporation
May 31, 1978 Baron, Lesley,
Thomas, Schwarz & Postma

Statement of Accounting Policy
The consolidated financial statements include
the Company's 50% interest in the accounts of
a joint venture partnership.

(E) Also reported some joint ventures on the equity basis.
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1.

Digicon Inc.
July 31, 1977 Haskins & Sells

The accompanying CONSOLIDATED financial statements
include the accounts of a 75% effectively-owned
tug/supply ship joint venture (Note 9).

Huntington Health Services, Inc.
Aug. 31, 1977 Arthur Young & Company

The CONSOLIDATED financial statements include
Pasadena General Hospital, Ltd., a limited
partnership in which a subsidiary is the
general partner. The limited partners' share
of profits before income taxes (approx. 45%)
has been included in operating costs and expenses
in the accompanying CONSOLIDATED statement of
income. The limited partners' investment
($555,458 in 1977 and $420,634 in 1976) is
included in CONSOLIDATED accrued liabilities.
(See Note 3.)

General Health Services, Inc.
Aug. 31, 1977 Touche Ross & Company

The accompanying financial statements include the
accounts of its subsidiary entities, including two
partnerships. All subsidiary entities are whollyowned, except for the two partnerships which are
80% owned. The minority interests in the partnership equity have been offset by those minority
interests' share of losses.

Gulfstream Land & Development Corp.
Sept. 30, 1977 Main Lafrentz & Co.

9.

10.

Statement of Accounting Policy

Description of Company/Auditor

(E)

The CONSOLIDATED financial statements include the
accounts of its subsidiaries and certain joint
ventures. In two instances where the Company has
a 50% interest in a joint venture and also acts as
manager, the ventures are accounted for on a consolidated basis. Other joint ventures are accounted
for on the equity method (see Note 7).

Gould Investors Trust
Sept. 30, 1977 Tunick & Platkin

The financial statements include the accounts of
joint ventures in which the Trust has a majority
interest.

Mr. Steak Inc.
Sept. 30, 1977 Coopers & Lybrand

The CONSOLIDATED financial statements include the
accounts of the Company and its subsidiaries and
partnerships.

Augat Inc.
Dec. 31, 1977 Haskins & Sells

The accompanying CONSOLIDATED financial statements
include the accounts of the Company, all whollyowned subsidiaries, a 50% owned subsidiary which
is effectively controlled.

Sundstrand Corporation
Dec. 31, 1977 Alexander Grant & Co,

Principles of Consolidation provide for the inclusion of the accounts of Sundstrand Corporation,
and all significant subsidiaries and joint ventures.

Bell & Howell Company
Dec. 31, 1977 Arthur Andersen & Co.

The CONSOLIDATED financial statements include
Bell & Howell-Mamiya Company and Bell & Howell/
Mamiya Company Canada Ltd., 50%-owned joint
ventures.

The Pacific Lumber Company
Dec. 31, 1977 Arthur Young & Company

The CONSOLIDATED financial statements include the
accounts of its subsidiaries and a partnership in
which the Company holds a 70% interest.
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11.

Raymond International Inc.
Dec. 31, 1977 Price Waterhouse & Co,

The CONSOLIDATED financial statements include its
majority-owned subsidiaries and unincorporated
joint ventures...unincorporated joint ventures
are reported on the equity basis, the Company
recognizes its proportionate share of related
revenues and costs and expenses...equity in
construction project joint ventures has been
included in current assets. Investments in
other joint ventures are included in current
assets only to the extent of the Company's
share of the joint ventures' net current assets.

12.

Trans-Lux Corporation
Dec. 31, 1977 Clarence Rainess & Co,

The financial statements for 1976 have been
restated, with no effect on previously reported
net income or stockholders' equity, to include
in consolidation a 75% owned joint venture
previously carried on the equity method.

13.

Turner Construction Company
Dec. 31, 1977 Coopers & Lybrand

14.

L.B. Nelson Corporation
Dec. 31, 1977 Arthur Andersen & Co.

The CONSOLIDATED financial statements include
50% owned partnerships which are controlled by
the Company. All other investments in partnerships are accounted for using the equity method.

15.

Context Industries, Inc.
Dec. 31. 1977 Laventhol & Horwath

The accompanying CONSOLIDATED financial statements
includethe accounts of a 70%-owned unincorporated
joint venture.

16.

World Airways, Inc.
Dec. 31, 1977 Coopers & Lybrand

The CONSOLIDATED financial statements include the
accounts of California Leasing Associates, a
limited partnership.

17.

General Exploration Company
Dec. 31, 1977 Arthur Andersen & Co,

The CONSOLIDATED financial statements include
coal partnerships (the Company has effective
control as the general partner).

18.

Safeco Corporation
Dec. 31* 1977 Haskins & Sells

Certain joint ventures, the financing of which
rests primarily with one of the Corporation's
subsidiaries, are fully CONSOLIDATED in the
financial statements. Other joint ventures
approximately 50% owned and involving substantial
joint venture partners are CONSOLIDATED to the
extent of the Corporation's proportional interest
in the respective joint venture assets, liabilities
and income.

19.

United Tennessee Bancshares Corp.
Dec. 31, 1977 Ernst & Ernst

The CONSOLIDATED financial statements include the
accounts of a joint venture of an affiliate.

20.

Business Men's Assurance Company
of America
Dec. 31* 1977 Peat, Marwick,
Mitchell & Company

(E) The accompanying CONSOLIDATED financial statements
include the accounts of all majority-owned domestic
subsidiaries and joint ventures... Certain subsidiaries own minority interests in joint ventures
which are engaged in real estate operations or
development which have not been consolidated because
they are not majority-owned, and are carried at the
company's equity in the net assets of the joint
ventures.

21.

Hess 's Inc.
Jan. 31, 1978 Concannon Gallagher
Miller & Company

(E) The CONSOLIDATED financial statements include the
accounts of two real estate limited partnerships
in which the Company has a 75% general partnership
interest. A 50% investment in a real estate partnership is carried at equity in its net assets.

(E)

The financial statements include the accounts of
a majority-owned joint venture which is engaged
in real estate development. The company's investment in construction joint ventures is stated
at equity prpresenting its share in the unremitted
earnings of the ventures.
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22.

Meridian Industries, Inc.
Mar. 31, 1978 Alam & Company

The consolidated financial statements include the
accounts of an immaterial limited partnership
interest.

23.

General Care Corporation
Apr. 30, 1978 Ernst & Ernst

The financial statements include the accounts
of majority-owned joint ventures.

24.

E.C. Ernst, Inc.
(E)
Mar. 31, 1978 Richard H. Eisner & Co.

The consolidated financial statements include the
accounts of and joint ventures in which the Company
has a majority share. Other joint ventures are
accounted for on the equity method, and contract
incomeand costs and expenses in the consolidated
statement of operations and retained earnings
include the Company's proportionate share of
these items from such ventures.

25.

Servico, Inc.
Dec. 31, 1977 Frazee, Thomas & Tate

The statements also include all joint ventures
where Servico, Inc. owns 50% and has management
control and those owned by more than 50%.

26.

Nord Resources Corporation
Dec. 31, 1977 Touche Ross & Co.

27.

Bay Colony Property Company
May 31, 1978 Arthur Young & Co.

28.

Arlen Realty & Development Corp.
Feb. 28, 1978 Coopers & Lybrand

29.

Unicare Services Inc.
May 31, 1978 Arthur Andersen & Co,

The consolidated financial statements include the
accounts of partnerships which are owned, directly
or indirectly, by the Company. In 1977, the
Company increased its ownership in Calcare Western
Joint Venture and Southwestern Hospital Management
Company to 78$ and, accordingly, the financial
statements of these operations were consolidated
in 1977 for the first time.

30.

Sambo's Restaurants Inc.
Dec. 31, 1977 Touche Ross & Co.

The CONSOLIDATED financial statements include the
accounts of and all restaurnat joint ventures
managed by the Company. The Company controls the
restaurant joint ventures by written agreements,
provides most of the food and related products
sold or used.

(E)

The consolidated financial statements of the
Company include the accounts of an 80% owned
partnership. Investments in and advances to
joint ventures are carried at cost, plus the
Company's share of undistributed earnings or
losses for affiliates and joint ventures, less
depreciation and amortization where such costs
are not recorded on the books of the venture,
These subsidiaries (and a joint venture in which
one subsidiary holds a 90% interest) have been
consolidated in the accompanying financial
statements.

(E)

The consolidated financial statements include
its wholly owned and majority owned corporations
and partnerships and joint ventures which are
under operational control...The Company includes
its share of the earnings or losses of unconsolidated entities under the equity method of accounts
ing, which results are included in other income.
The Company has entered into negotiations to dispose of a previously consolidated joint venture.
Since continuing control is expected to be temporary, the accounts of the joint venture have not
been consolidated and the investment is included
at its estimated net realizable value.
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31.

Florida Gas Company
Dec. 31, 1977 Arthur Andersen & Co.

The CONSOLIDATED financial statements include
the accounts of Florida Gas Company and its
subsidiaries, all of which, are wholly owned.
Also included are the accounts of a Companymanaged real estate joint venture for which
the Company is furnishing all capital.

32.

Prudent Real Estate Trust
Nov. 30, 1977 Peat, Marwick,
Mitchell & Company

The accompanying financial statements include
the accounts of the trust and eight limited
real estate partnerships.

33.

Revenue Properties Company Limited
Dec. 31, 1977 Thorne Riddell & Co,

The CONSOLIDATED financial statements include
accounts of all participating ventures in which
the Company holds 100% of the land held and
under development and for which the Company is
responsible for all financing required. The
Company's participation in net income or losses
of these ventures varies from 75% to 90%.

34.

Needham, Harper & Steers, Inc.
Dec. 31, 1977 Ernst & Ernst

The consolidated financial statements include
USP Needham Australia Pty. Ltd. (50% owned).

35.

American Telecommunications Corporation
Apr. 30, 1978 Mani LaFrentz & Company

The consolidated financial statements include
a 50% owned joint venture previously reported
on the equity basis, has been included on a
consolidated basis.
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1.

U.N.A. Corporation
July 31, 1977 Seidman & Seidman

The CONSOLIDATED statement of operations includes
the sales and costs of materials and financing of
U.N. Alloy Steel Sales, Inc., a 50% owned joint
venture with a major supplier, and its whollyowned subsidiary (see Note 1).

2.

Rossmoor Corporation
Sept. 30, 1977 Haskins & Sells

Investments in joint ventures are accounted for
by the equity method and Rossmoor's share of sales
and revenues and costs and expenses of such joint
ventures have been combined with similar operating
accounts of Rossmoor.

3.

Schlumberger Limited
Dec. 31, 1977 Price Waterhouse & Co.

The pro rata share of revenue and expenses of
Dowell Schlumberger, a 50% owned oilfield services
company, has been included in the individual
CONSOLIDATED Statement of Income.

4.

Morrison-Knudsen Company, Inc.
Dec. 31, 1977 Coopers & Lybrand

Investments in joint ventures and the Company's
proportionate share of revenue and cost of revenue
of joint ventures and Westmoreland Resources, a
partnership is included in the CONSOLIDATED
statement of income.

5.

Presidential Realty Corporation
Oct. 31, 1977 Haskins & Sells

Investments in 50% owned partnerships are carried
at cost plus or minus the Company's proportionate
share of accumulated income or loss. The Company's
share of operations of these partnerships is included in revenues from rental property, rental
property expenses, rental property depreciation
and in net gain on sale of rental properties and
investments.

6.

Travelodge International, Inc.
Oct. 31, 1977 Harris, Kerr,
Forster & Company

Depreciation expense totalled $5,373,986 for 1977
and $5,242, 066 for 1 9 7 6 and includes the Company's
share of depreciation from joint ventures which
amounted to $ 2 , 5 6 9 , 6 3 4 for the year ended Oct.31,
1977 and $2,530,408 for 1976,... Income from joint
ventures - Travelodge joint ventures report their
operating results on a fiscal year ending one month
earlier than the Company and accordingly the Company
has reported in its consolidated statement of income
its share of the gross revenues and operating costs
from joint ventures for the years ended Sept. 30, 1977
and 1976.

7.

Perini Corporation
Dec. 31, 1977 Arthur Anderson & Co.

Joint Ventures are accounted for on the equity method
with the Company's share of revenue and cost of
joint ventures included in the CONSOLIDATED
statements of income.

May Petroleum Inc.
Dec. 31, 1977 Arthur Andersen & Co,

The Company carries its investments in limited
partnerships on the equity method. The Company's
pro rata share of the partnerships' operations is
CONSOLIDATED in the accompanying statement of
CONSOLIDATED operations.

Centex Corporation
Mar. 31, 1978 Arthur Andersen & Co.

The Company is involved in joint ventures with
interests ranging from 20% to 60%. Proportionate
revenues and posts and expenses, which are not
significent, are included in the consolidated
statement of earnings for 50% or more owned ventures, ...equity...in balance sheet...

8.

9.
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1.

Industrial National Corporation
Dec. 31, 1977 Peat, Marwick,
Mitchell & Company

Investments in partnerships - Investments in
partnerships are stated principally at cost.

2.

Rollins Burdick Hunter Company
Dec. 31, 1977 Price Waterhouse Co,

Investments in two 50% owned joint ventures
are carried at equity in the underlying net
assets. Interests in foreign joint ventures
which are 50% or less owned are carried at
cost or nominal value.

3.

Maryland National Corporation
Dec. 31, 1977 Ernst & Ernst

An Edge Act subsidiary of the Bank has an
investment of $2,361,000 representing a
interest in a foreign Joint Venture bank,
which is accounted for on the cost basis
with income from the Venture being recognized
as dividends are received.

Greif Bros. Corporation
Oct. 31, 1977 Price Waterhouse & Co.

The 50% interest in partnership, in which the
Company is a limited partner, accounted for on
the cost basis. The Company has no voting
rights under these investments and does not
participate in the management partnership or
of Virginia Fibre Corp. The 15% investment
in Joint venture is accounted far on the cost
basis.

Kaiser Resources Ltd.
Dec. 31, 1977 Touche Ross & Co.,

The investment in Kaiser Coal Canada Ltd., a
70% owned joint-venture company formed to
perform the feasibility work on a potential
new mine on the Company's property, is
accounted for on the cost basis.

4.

5.

Statement of Accounting Policy

E
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Fisch Bach and Moore
Sept. 30, 1977 Haskins & Sells

Construction Joint Ventures.... The companies have
entered into various joint venture agreements at
varying participations. Such joint ventures
generally follow the completed contract method
of reporting income from contracts. The
companies' share of joint venture revenues included in the statements of consolidated income
amounted to approximately $48,200,00 and
$37900,000 for 1977 and 1976, respectively.

lnexco Oil Company
Dec. 31, 1977 Arthur Andersen & Co.

Under this method, all productive and nonproductive
costs, including the Company's proportionate share
of the cost of partnership properties, incurred
in connection with the exploration for and development of oil and gas reserves are capitalized.

Wheeling-Pittsburgh Steel Corp.
Dec. 31, 1977 Price Waterhouse & Co.

The CONSOLIDATED financial statements include
accounts for raw material joint ventures....
Joint venture income is treated as a reduction
of cost of products sold.

Dravo Corporation
Dec. 31, 1977 -MainLafrentz & Co.

Income recoginition income is recognized on reimbursable feetype contracts as costs are incurred,
an on fixed-price, long-term contracts, including
those performed by joint ventures, in the year
of physical completion.

UCP lnc.
Dec. 3 1 , 1977 Arthur Andersen & Co.

Unincorporated joint ventures are not recorded
until the related long-term construction contract
is completed.

WasteManagement,Inc.
Dec. 21, 1977 Arthur Andersen & Co.

Company had a 60% interest in a joint venture
which has a contract to establish, and operate
a department of streets and sanitation for the
capital city of Riyadh, Saudi Arabia.
Accounting for Saudi Arabian Project. The percentage of completion method of accounting for
long-term contracts is being used to reflect the
revenue and income from operations from the ....

Apache Corporation
Dec. 31, 1977 Arthur Andersen & Co.

Excluding a 50% owned 1977 limited partnership,
Such partnerships ranges from 15 to 26% and is
included in oil and gas properties in the accompanying balance sheet. The Company's portion of
the assets and liabilities of the 30% owned partner
ship is fully consolidated. The revenues and
expenses associated with Apache's investment in oil
and gas limited partnerships are reflected in the
statement of consolidated income.

Damson Oil Corporation
Dec. 31, 1977 Arthur Andersen & Co.

The Company is the sole general partner in several
limited partnerships formed to explore for gas and
oil As general partner, one Company is contingently liable for the activities of the partnerships.
The cost of the Company;s participation in such
partnerships is included in gas and oil properties,
equipment, etc. and the Company records its portion
of the partnerships; sales and expenses and makes
such adjustments as are required to conform to full
cost accounting. The Company's interest in joint
ventures formed to explore for gas and oil are
accounted for in the same manner.
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Sonoma Vineyards
Dec. 31, 1977 Arthur Young & Co.

The Company's investments in two limited partnerships, which are accounted for under the cost
recovery method, were fully recovered in 1977.

Transcontinental Oil Corporation
Dec. 311, 1977 Peat, Marwick,
Mitchell and Company

The Company and certain subsidiaries have investments in partnerships which are engaged in
the exploration for and development of oil and
gas reserves. These investments are accounted
for by including the Company;s and subsidiaries'
shares of the partnership revenues and expenses,
exclusive of depreciation adn depletion, in
consolidated operations. That portion of the
investment which represents the costs of oil and
gas properties Is capitalized in accordance with
the fullcost accounting policy.

Great Southwest Corporation
Dec. 31, 1977 Price Waterhouse & Co,

In 1968 and 1969, the Company sold an amusement
park in Georgia and one in Texas to different unrelated limited partnerships. Notwithstanding the
fact that these parks were sold, the Company
accounts for these amusement Parks as though they
were co-ventruing arrangements under which (a) the
limited partners of the co-ventures made initial
cash investments and (b) the Company, as the general
partner, contributed the underlying properties and
provides operating management. Operations of the
amusement park co-ventures are included in the consolidated statement of income and share of net cash
due the limited partners is deducted as an expense
in the consolidated statement of income. The
Company's investments, represented primarily by the
amusement park properties, are being amortized on a
straight-line basis by charges to income through
1997. The Company holds notes receivable aggregating
$30,693,000 at December 31, 1977 which it realized
as part of the consideration for the sale of the
amusement parks to the limited partnerships. Because
of the above accounting treatment, these notes
receivable are not included in the consolidated
balance sheet. These ndes receivable have been
pledged as primary collateral to secure partially
a loan payable of $24,953,000 at December 31, 1977.

First Kentucky National Corporation
Dec. 31, 1977 Coopers & Lybrand

A subsidiary of First National Bank of Louisville
owns a 27% interest in First National Bank Building
Partnership (the lessor of the main offices of the
corporation and its subsidiaries). The subsidiary's share of the operations of the partnership
is included in net occupancy expense.

The Arundel Corporation
Dec. 31, 1977 Touche Ross & Co.

Joint Ventures - The Company includes in revenues
and costs its proportionate share as reported by
the venture. The ventures follow substantially
the same accounting policies as the Company.

